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CHAPTER I. 
INTRODUCTION. 


OT far short of twenty millions sterling—over sixty 
N thousand pounds every working day—is being paid 
this year by British wage-earning families for 
Industrial Life Insurance: considerably more than twice 
the compulsory levy for Health Insurance, five times as 
much as the tax on sugar, more than the entire cost of all 
the varied provision made by the Poor Law. Nor is this self- 
imposed tax peculiar to this country. ‘The American 
working class,” it has been said, “ pays for funeral insur- 
ance [in the form of Industrial policies] as much as is con- 
tributed in Germany by all three parties concerned, the 
wage workers, the employers, and the State, for (i. ) accident 
insurance, (ii.) sickness insurance, (iii.) funeral insurance, 
(iv.) maternity insurance, (v.) invalidity insurance, and 
(vi.) old-age insurance combined ”; and, it is added, “ in 
contrast with Germany, nevertheless only a portion—by 
no means the whole—of the working class of the United 
States finds itself in return effectively covered.” * 

What do the wage-earners of these two countries get in 
return for such vast sums? What is the effect on their 
lives of this ubiquitous collection of weekly pence from 
nearly every working-class household? By some it is 





* Social Insurance, by 1. M. Rubinow, New York, 1913, p. 420. 





acclaimed as a notable achievement of thrift, by which the 
advantages of Life Assurance are placed within the reach 
of the wage-earners, who, in particular, are assumed to 
have emancipated themselves thereby from the once-common 
shame and horror of a pauper funeral. By others, on the 
contrary, the system is denounced as extravagantly costly, 
an organised preying on the ignorance and shiftlessness of 
the poor for the benefit of officials and shareholders, who 
are declared to reap enormous profits not only out of “ lapsed 
policies,” but also out of their own frequent failure to make 
good the glowing promises of the agents. To find out the 
facts, so far as this country is concerned, and thus to enable 
the formation of a definite judgment on these issues, was 
the object of the investigation started by the Fabian 
Research Department in April, 1914—an investigation in 
which the Committee has had the assistance, hereby grate- 
fully acknowledged, not only of many members of the 
Fabian Society, but also of individual policyholders, con- 
tented and discontented, of insurance officers of various 
grades, of doctors and actuaries, of lawyers and economists, 
of Civil Servants in different Government Departments, of 
Trade Union and Friendly Society members and officials, 
and of men and women of practical experience in 
philanthropic work, together with valuable information 
from friendly correspondents in other countries. For 
Industrial Insurance, as has been already indicated, is not 
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confined to the British Isles. Beginning in England seventy 
years ago, it has spread, from 1875 onwards, under the 
same name to the United States, Canada, New Zealand, 
Australia, and South Africa ; and, from 1882, to Germany, 
Austria, Sweden, Denmark, Norway, and Switzerland, where 
it is called Volksversicherung. It is just being started in 
India by a new office—the Prudential Insurance Company 
of Bombay. It does not seem to exist to any appreciable 
extent in France, Italy, or, indeed, any Latin country, in 
Russia or the Balkan Peninsula, nor yet in South America, 
China, or Japan. It is probable that at the end of 1914 the 
whole of the Industrial policies in force throughout the 
world amounted to the enormous number of 80 millions, 
the sum thus insured approaching 1,500 millions sterling, 
and the annual premium income exceeding 40 millions 
sterling. More than three-fourths of this whole develop- 
ment is in the United Kingdom and the United States. 


CHAPTER II. 
Wuat 1s INDUSTRIAL INSURANCE ? 


We find the essential element of this extensive social 
organisation in what at first sight seems only an incidental 
feature. By Industrial Insurance we mean the system 
by which the wage-earner’s home is personally canvassed 
or “ solicited” by an agent, who urges the taking out of 
life assurance policies for as many members of the family 
as possible, at premiums of a few pence or a few cents per 
week or per month, which the agent will himself regularly 
call for. The amount insured varies, in the United King- 
dom, from ten shillings for an infant dying shortly after 
insurance up to as much as £60, £80, or £100 for an adult, 
the average policy being about £10. The premium, which 
is a definite sum per week or per month, to which the amount 
insured is adjusted according to age or term, may be, in the 
United Kingdom, as low as a halfpenny—a common sum in 
Scotland—or as high as one shilling or more, the average 
premium being about twopence. In the United States the 
lowest weekly premium is three cents, and the average is 
about ten cents. The sum insured may be payable simply 
at death (as in the older policies), or either at death or at a 
certain age, or on the expiration of a fixed term of years (in 
the more modern endowment assurance policies, which now 
number from 10 to 15 per cent. of the total). In the other 
countries the system is the same ; though the premium and the 
average sum insured, which in Germany, Austria-Hungary, 
and South Africa do not differ greatly from those in the United 
Kingdom, are in Switzerland, Norway, Sweden, the United 
States, Canada, New Zealand, and Australia two or three 
times as large. 

Industrial Insurance is now, in the United Kingdom, a 
phrase with a statutory definition. The Collecting Socicties 
and Industrial Insurance Companies Act of 1896 applies 
certain restrictions to bodies “ granting insurances on any 
one life for a less sum than £20,” and-receiving “‘ premiums 
by means of collectors at a greater distance than 10 miles 
from the registered office . . . at less periodical intervals 
than two months.”* This statutory definition was, however, 
devised merely so as to bring within the Act of 1896 all the 
Industrial Insurance Companies and Collecting Friendly 
Societies then existing ; and to exclude not only “ ordinary ” 
Life Assurance, but also the Death or Funeral Benefits of 
Trade Unions and Non-Collecting Friendly Societies of 
different types, and the insurance business of the Post Office. 
In fact, what is always meant by Industrial Insurance 
differs from these latter, and from all other forms of in- 
surances on lives, by two characteristics only—namely, 
the collection of the premiums at the homes of the people 
by visiting agents, and the eligibility for insurance 
of persons not only of all occupations or none, but 
also of all ages, including mere infants. Other features, 





* 59 and 60 Vic. c. 26, sec. 1. 


such as the weekly or monthly premium of one or more 
pence—this payment, and not the sum insured, being 
made the unit of business—and the usual restriction in 
amount to the expenses of burial rather than provision for 
the survivors, are common to the work of the innumerable 
Friendly Societies and Burial Clubs that exist all the world 
over, as well as to many Trade Unions. It is the employ- 
ment of agents or collectors to visit regularly the people’s 
homes in order to collect a mass of small premiums, together 
with the issuing of policies for small amounts on all the 
members of a family, from the newborn babe to the senile 
grandmother, which have made possible the enormous 
extension of Industrial Insurance, and have enabled it to 
distance all rival arrangements for Funeral Benefit. It is 
these two features also that are responsible for the relatively 
high cost and the large number of lapses which have—in 
Australia and America and on the Continent no less than in 
the United Kingdom—given rise to adverse criticism. 


CHAPTER III. 
By Wuom 1s INpDusTRIAL INSURANCE CONDUCTED ? 


The business of Industrial Insurance, which has now 
spread, as we have mentioned, into a dozen different countries, 
is, on its characteristic method of the personal collection of 
premiums, nowhere undertaken by the Government. There 
are engaged in the business throughout the world altogether 
something like a couple of hundred different organisations, 
over a third of them in this country. These organisa- 
tions follow in structure two main types. About three- 
fourths of them are joint-stock companies, nearly all of 
which are frankly profit-making concerns, distributing 
dividends to their capitalist shareholders. A few of these 
companies, however—including the Royal London and the 
Wesleyan and General among the British organisations, 
the John Hancock (and now also the Prudential and the 
Metropolitan) among the American—are “ mutual” com- 
panies, not dividing profits among shareholders, but 
reserving them exclusively for the present and future policy- 
holders.* One-fourth in number of the whole are the 
British Friendly Societies of special type—known as 
Collecting Friendly Societies—in which (as in the few 
“* mutual ” companies) none but the members or policy- 
holders have any ostensible pecuniary interest. But what 
with limitations on the dividends of the shareholders on the 
one hand, and the practically uncontrolled power and exten- 
sive personal interests of the managerial staff on the other, 
the difference between the two structural types is not so 
fundamental as might at first sight appear. 

What is more important is that, in the United Kingdom, 
the great bulk of the business is in the hands of one commer- 
cial colossus—the Prudential Assurance Company, Limited— 
and of six other profit-making and two “ mutual” com- 
panies (the Pearl, the Refuge, the Britannic, the London 
and Manchester, the British Legal and United Provident, 
and the Salvation Army, together with the Royal London 
and the Wesleyan and General), which are run on essen- 
tially similar lines ; a dozen other companies ¢ being smaller 





* The Prudential of America, in which the capital paid up in cash 
is believed to have been only £20,000, obtained a law from the Legis- 
lature of New Jersey in 1913 to enable it to “ mutualise.” It bought 
out its shareholders at $455 per $50 share, and summoned a meeting 
of the holders of its twelve million policies in December last, which 
sanctioned the conversion. Its great rival, the Metropolitan of 
America, had long limited the amount of its stockholders’ dividends 
to 7 per cent. on a nominal capital of two million dollars (of which 
only one-fourth, or £100,000, had been found in cash). In 1914 the 
company redeemed this stockholders’ capital at three times its nominal 
amount, being twelve times the investment, so as to proclaim that the 
concern belonged entirely to the policyholders. 

+ Of these we may cite the Pioneer (1891), British Widows (1902), 
the City Life (1897), the Hearts of Oak and General (1903), the London 
and Provincial (1906), the National Standard (1906), the Abstainers 
and General (1893), and (withinteresting special systems, to which we 
shall recur) the Co-operative Assurance Society, Ltd. 
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jin importance. The sixty Collecting Friendly Societies * are 
mostly small, and often local or sectional organisations, only 
three of them (the Liverpool Victoria, the Royal Liver, and 
the Scottish Legal) attaining a membership comparable with 
that of any of the nine principal companies already named. 
The dozen organisations that we have named together ac- 
count for all but a small proportion of the total policies in 
force in the United Kingdom, and probably for nine-tenths 
of the annual “ new business.” The sixty-odd other offices, 
whether old and stagnant or young and pushing, apparently 
share among them no more than a tenth.f 


CHAPTER IV. 
THe ArRMy oF AGENTs. 


These Industrial Insurance companies and _ societies, 
handling in the United Kingdom alone nearly 40 million 
policies which average only about £10 each, collecting in 
minute sums something like two thousand million premiums 
every twelve months, and issuing nine or ten million new 
policies annually, necessarily require offices and staffs on 
a gigantic scale. But their specially distinguishing feature 
is the vast host of agents, canvassers, and collectors with 
which they cover the land, and the incessant visitation and 
solicitation thus carried on. Confining ourselves to the 
United Kingdom, for which alone we have on this point 
adequate information, we estimate that the seventy-odd 
organisations at work, large and small, have “ on the road ” 
about 70,000 definitely appointed agents, of whom possibly 
two-thirds devote the whole (or at any rate the bulk) of 
their time and energy to insurance business. These men 
are very unequally shared among the companies and 
societies, most of which compete actively with each other 
for new policyholders. The threescore Collecting Societies 
have, for the most part, small staffs. Three among them, 
indeed—the Liverpool Victoria, the Royal Liver, and the 
Scottish Legal—rank, as regards magnitude of business and 
extent of organisation, with the nine principal companies, 
but the others have their relatively scanty agencies, in the 
aggregate employing probably not more than a couple of 
thousand men, concentrated chiefly in particular locali- 
ties or around particular centres of influence. The nine 
principal companies, together with the three largest Col- 





* Among the numerous Collecting Friendly Societies we may cite, 
as the more important, the Royal Co-operative, the City of Glasgow, 
the Planet, the Aberdeen and Northern, the Albion, the Blackburn 
Philanthropic Mutual (not to be confused with the larger Blackburn 
Philanthropic Burial Society, now the Blackburn Philanthropic 
Assurance Company), the Scottish United Reform, the British National, 
the Irish United, the Leigh, and the United National. 

It should be noted that practically all the Industrial Companies also 
do ordinary life assurance business—issuing, in fact, year by year, 
some 170,000 new policies inthe United Kingdom, or twice as many as 
all the “ ordinary ” offices put together. The Prudential, the Refuge, 
and the Pearl, which have each huge businesses in this line, enrol among 
them half of all the new insurers. 

T Statistics of the Twelve Principal Industrial Offices for 1913. 
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a |; Premium | Assurance 
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Policies. Assured. 
£ £ j £ 

Prudential --- | 7,874,456 39,128,621 | 2,119,818 32,506,941 
Pearl al + | 2,445,305 | 4,817,190 1,949,399 18,667,464 
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Royal London 1,285,057 3,460,587 | 907,377 8,068,928 
Royal Liver F.S. 1,054,515 | 3,821,491 555,000 5,000,000 


Britannic ++» | 1,029,009 | 1,789,865 | 533,170 | 5,253,599 
Wesleyan & General 763,471 917,878 | 252,799 | 2,605,355 
London & Manchester 647,823 | 916,353 399,415 | 3,734,649 


Scottish Legal FS. ... | 
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Provident — 


372,159 | 1,087,963 | os aut 


353,090 | 307,774 | 3,265,470 
470,430 205,504 | 1,887,420 


304,225 | 


Salvation Army eo | 281,381 | 





lecting Friendly Societies already referred to, recruit 
effectively over the greater part of the Kingdom, which 
nearly all of them seek to cover from end to end. Six of 
them—the Prudential, the Pearl, the Refuge, and the Royal 
London Companies, and the Liverpool Victoria and Royal 
Liver Societies—stand out above the others as possessing 
organised armies of agents, in the aggregate over 50,000 
strong, and each capable, in fierce rivalry one with another, 
of getting applications signed for two to three thousand 
new policies every working day—more than most of our 
“ ordinary ” life offices get in twelve months—and securing 
among them nine out of ten of all the recruits of the year. 
At the head stands the oldest of them all, the well-known 
Prudential, with a graded hierarchy comprising something 
like 800 superintendents, 2,800 assistant superintendents, 
and 17,000 agents—more than a quarter of the entire army 
of agents—which succeeds in issuing a couple of million new 
volicies annually. By this ubiquitous network every part 
of the kingdom is covered. There can scarcely be a 
dwelling-place inhabited by persons under the Income Tax 
limit which escapes its series of visits—the enquiry, the 
preliminary call of persuasion, the booking of one or more 
policies, the subsequent regular visits of collection, with 
further persuasion to take out additional policies, and so on. 

These 70,000 Industrial Insurance agents, representing a 
population equal to that of Leeds or Sheffield, constitute a 
new social class, which has come into existence practically 
within the present generation. Forty years ago they can 
hardly have been a thousand strong, and even as recently 
as twenty years ago it is doubtful whether their aggregate 
numbers can have exceeded twenty thousand. Their rapid 
and continuous increase during the past two or three decades, 
and especially the increase of the whole-time “ professional ”’ 
agent, is due to the multiplication of competing organisa- 
tions, the increasingly fierce struggle for new business, and 
the resulting growth in the number of industrial policy- 
holders from whom the weekly premiums have to be col- 
lected. This new social type has, so far as we are aware, 
not yet been made the subject of study. It represents—in 
its general competence at accounts, its high average of 
intelligence and assiduity, and its capacity to “ get on” 
with all sorts and conditions of men—one of the most 
striking results of the beneficent revolution in the nation’s 
elementary schooling. Even half a century ago such a 
corps of agents could not possibly have been organised. 
Apart from the comparatively small number who have 
gone straight into the occupation on leaving school, practi- 
cally always as their fathers’ assistants, they have drifted 
into it from the most diverse apprenticeships, and often 
under the compulsion of necessity. They have, however, by 
no means all been unsuccessful in their previous careers. 
To many of them a successful insurance agency has repre- 
sented genuine promotion. Others are attracted by the 
outdoor life, or the desultory nature of the occupation, or 
its freedom from supervision. It is interesting to get a 
glimpse of how they are recruited. In the published 
opinion of an experienced insurance administrator, “ Men 
employed in positions of responsibility in connection with 
local trades clubs or socicties . . . sometimes men who 
have worked on railways, or in collieries, or in factories 

. many a good tradesman . . . who has met with some 
accident . . . very smart men driving bakers’ and grocers’ 
vans or working as milkmen, etc., who are really good 
pushing men of reliable habits, accustomed to handle 
money . . . often make excellent agents. . . . Young men 
who . . . fit themselves more or less . . . as local preachers 
or who interest themselves in the temperance movement, 
and recite and speak at meetings, often make the best 
industrial life agents, and readily grasp at the opportunity 
an agency gives them, once they know of the advantages it 
offers. It is good for the organiser to associate himself with 
various bodies which attract to themselves plain-living 
but high-thinking men. ... Such an institution as the 
Y.M.C.A. is referred to.”* Those who begin as part-timers 


* Essentials to Success, by J. Redman Ormerod, 1906, p. 139. 
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often devote themselves presently entirely to their agency. 
But many continue to combine it with other sources of 
income—the wife keeps a shop or runs a dressmaking 
business, or (especially in seaside towns) lets lodgings.* To 
quote the words of one who is himself an Industrial agent, 
‘“Numerous spare-time men... are earning from 15s. 
to 30s. per week from their agencies, and working at the 
factory, mill or shop for an equal amount... . The 
‘clothing club’ agent . . . is also a spare-time insurance 
agent with a £4 to £6 debit (dozens of these). . . . The 
full-time insurance agent with a ‘ clothing club ’ or ‘ doctor’s 
accounts’ round, worth 15s. to 20s. a week; there are 
hundreds of these.” Or the agent may be a Primitive 
Methodist local preacher or an officer of the Salvation Army, 
a foreman in a large establishment or a Trade Union branch 
secretary. He may collect rents—sometimes local rates— 
or “ travel’ in jewellery or books payable by instalments, 
or (cither directly or by arrangement with some recognised 
traveller or salesman) sell bicycles or sewing machines, 
perambulators or mangles, on the hire-purchase system. A 
small number among the 70,000 are women, mostly widows 
who have kept on their late husband’s books, but including 
not a few who have built up a connection of their own, 
chicfly among women wage-earners. Going almost every 
week in and out of six or seven million separate homes ; 
visiting much more frequently than the clergyman, the 
doctor, or any official of the State nearly the whole of the 
working-class households of the land; bound by his calling 
to keep on terms of friendly intimacy with hundreds of 
different families, the Industrial Insurance agent has 
inevitably come to be a potent influence in British working- 
class life. We hasten to say that, whilst it can scarcely be 
claimed that this influence is, on the whole, of more than 
average intellectual or moral distinction, we have come 
across nothing in our investigation to lead us to believe that 
it is harmful. Leaving aside, for the moment, the question 
of the effect of Industrial Insurance itself, and of the method 
of remuneration adopted, it is right to state plainly, in 
order to avoid the possibility of misunderstanding, that we 
have found no warrant for any indictment of Industrial 
Insurance agents as a class. 

The Industrial Insurance agents are paid by an elaborate 
system of commission, receiving, on new policies, from 8 
to 18 times the weekly premium, and on old policies from 
10 to 25 per cent. of the sum collected.f As the total sum 
paid to the 70,000 agents on the Industrial business is 
over four millions annually, it follows that the average 
income from this branch exceeds a pound a week. But 
the majority are agents also for “ ordinary” policies. A 
large number give only part of their time and do very little 
Industrial business. The Industrial Insurance agent who 
devotes himself wholly to insurance work usually seems 
to make (with what he earns on “ ordinary” business) 
from £100 to £130 a year, whilst a small proportion—who 
often pay collectors to assist them—earn larger sums. The 
total “* debit ” of a successful agent, including books farmed 
out to sub-agents, may be gradually built up in the Indus- 
trial Branch alone to £60, £80, or even, quite exceptionally, 
to as much as £100 per week. His income, including 
Ordinary Branch commission, will occasionally run into 
four figures. It is made a matter of complaint that in 
some offices an agent’s book or district is broken up as 
soon as it becomes very remunerative to him (or, as might 
be said, more extensive than he can manage to the greatest 
advantage of the office), and the continued bringing in by 
the superintendents of new agents to cultivate the field 
with ever-increasing intensiveness is keenly resented. On 
the other hand, the agents of some of the companies (and 





* Publicans and undertakers are not appointed as agents, and some 
offices are said not to appoint Jews. 

t “* This commission,” we are told, ‘ varies a great deal, one company, 
for example, paying approximately eighteen times the weekly premium 
on new business less lapses, and a sliding scale for collection which may 
be as low as 12} per cent. of the total premiums collected, whilst another 
pays ten times the weekly premium on all new business, and 25 per cent. 
of the total collected” (The Calculation of Industrial Office Premiums, 
by James Bacon, F.I.A., p. 10). 


those of the Liverpool Victoria and Royal Liver Socicties) 
have a certain customary “right of nomination ” or other 
saleable interest in their “ books,” which in a few cases (such 
as the Royal London and the Royal Liver) is formally 
recognised in the agreement of service. Such a book wil] 
often change hands, usually at from fifteen to twenty-five 
times the weekly debit, or (like the doctor’s practice) for 
one or two year’s purchase of the net income (the collecting 
commission). An abuse of the system is seen in the practice 
of “ farming ” such books, practised, it is alleged, even by 
superintendents, who have opportunities of “ buying up” 
books at advantageous prices, and letting them to im- 
pecunijous or inexperienced agents at considerably less than 
the commission paid by the office. The Prudential differs 
from the other companies and societies—at least, so its 
agents complain—not only in absolutely ignoring any right 
or interest of the agent in his “ book,” but also in insisting 
on a specially stringent form of what is called “ the debit 
system.”” Here the agent is made responsible for per- 
manently maintaining, undiminished, his “‘ debit,” or total 
amount of insurances current; and he receives no com- 
mission for the continuous flow of new business required 
to replace, even up to fifteen years, lapscd, surrendered, 
and matured policies. This 1s made the subject of com- 
plaint, but it does not appear that the Prudential agency 
staff receives a smaller proportion of the total premium 
income—about 25 per cent.—than do the agents, taken 
as a whole, of all the other companies. There does not 
seem to be any disposition among Prudential agents to 
transfer to the service of other offices. It should be added 
that the Prudential, through the efforts of the late 
H. A. Harben, has now begun to allow to its agents a small 
share in the surplus profits; but as this is only 
equal to about a shilling in the pound on their total com- 
mission, it does not. appreciably affect the comparison, 
The average collector is said to call on 400 families weekly, 
which usually takes up four full days of each weck, leaving 
two days for going after new business and keeping elaborate 


? 


‘ accounts. The addition of the State Sickness Insurance 


has involved the agents in more correspondence and accounts 
than all the Industrial Insurance work put together. We 
have formed the impression that, however costly may be 
the system to the policyholder, the work and responsibility 
of the Industrial Insurance agent are by no means overpaid. 
The agents have a chance of rising in what is now a very 
extensive Industrial Insurance service, comprising at least 
10,000 superintendents and assistants, inspectors and 
assistant inspectors, managers and assistant managers, 
secretaries and assistant secretaries, and, finally, company 
or society directors or committeemen—a hierarchy in 
which promotion goes mainly by merit, successful men being 
frequently offered superior posts in other offices, and in 
which the topmost places are very highly paid. 

Both the work of the Industrial Insurance agents and the 
cost of the service are increased by the competition among 
the different companies and societies, and the incessant 
struggle of their respective agents for new business. A city 
of a quarter of a million inhabitants, such as Stoke-on- 
Trent or Nottingham, will contain as many as four or five 
hundred agents, representing several dozen different offices 
doing Industrial business. An agent gladly accepts new 
policyholders wherever they happen to live, and _ thus 
finds himself having to cover the whole area of the city and 
suburbs in order to collect the weekly premiums. Every 
other agent in the city does the same, with the result that 
the one postman whom the State sends out delivering 
letters down a long street may pass literally a dozen ol 
more different Insurance agents calling at particular houses 
in the same street. To lessen this waste of time and effort 
the Prudential—followed in this by two or three of the other 
large offices—is gradually introducing what is called “ the 
block system,” to which we shall recur. 

To build up an extensive and well-organised agency 
staff is the first object of every Industrial Insurance office, 
and is perhaps the chief concern of its general manage?. 
With ordinary efficiency of management the policyholders 
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may, it seems, be confidently relicd on, almost in exact 
roportion to the growth of the staff. Hence we find 
foods of directors and managing committees congratu- 
lating the shareholders on every addition to the number of 
their agents. The organisation of the agency work, and 
the persistent, quict manipulation of this growing staff, 
so as to keep all of them constantly at their maximum 
efficiency in persuasive “ solicitation,” is, we infer, the most 
important part of the technique of Industrial Insurance. 
In each of the dozen large offices the whole kingdom is 
allotted among district managers or superintendents, paid 
by salary and an over-riding commission, each responsible 
for getting the largest possible annual “ increase” out of 
his district. Each such superintendent has under him 
several “ Assistants,” whose duty it is not only to super- 
vise, but also personally to assist the agents in their several 
rounds or sub-districts. The Assistant comes to the rescue 
of an agent who is failing to maintain the desired rate of 
increase, or whose arrears are mounting up, or whose “ new 
business” may be actually insufficient to make good the 
lapses. He goes round with him to collect and to canvass ; 
routs out those who are in arrears and worries them to pay 
up; shows the inexperienced agent how to overcome the 
reluctance of hesitating “ prospects”; and demonstrates 
how easy it is, by tact and the right sort of engaging manner 
and fluent argument, to book an extra twopence a week here 
and sixpence there.* Naturally, the office organisation 
includes also an elaborate inspecting branch and audit 
system—sometimes to the extent of a house-to-house “ test” 
of the agent’s book by continuously employed “ testers.” 

It may be added that, owing to the keen rivalry among 
the different companies and socicties which is fostered 


‘ by their managerial staffs, the Industrial Insurance agents 


are not generally in any combination. There is, however, 
an old-established Nationa] Association of Insurance Agents, 
with about 5,000 members, which has lately been absorbing 
the sectional organisations formed among the agents of 
particular offices, and which is itself organised largely on 
sectional lines. There is also a vigorous National Associa- 
tion of Prudential Agents, working on Trade Union lines, 
and including about a fifth of those cligible to join it. There 
are also “fraternal” and other associations among the 
superintendents and district managers of the different 
offices working in the same city, an organisation started 
at Bradford in 1904, partly for good fellowship and partly 
for the promotion of the common interests of the offices 
and the business that they conduct, notably as regards 
the “interferences” of agents with one another’s cus- 
tomers, transfers, and “ twisting.”” These “ fraternals ” 
are united, since 1910, in county or district federations, and, 
since 1911, in a National Federation. There is yet another 
organisation, the National Federation of Organised Insur- 
ance Workers, which seems to be essentially a joint com- 
mittee of the “ Staff Associations ” of four leading offices, 
apparently acting in concert with the principal managers. 
There is also what is virtually a joint committee of the offices 
themselves—the Association of Industrial Insurance Com- 
panies and Collecting Friendly Societies, established in 1901— 
which arranges for common action in emergency (as, for 
instance, in agreeing what should be done when war broke 
out in 1914).¢ The Prudential is not actually a member 











* “ A General Assistant exists for the special purpose of giving general 
assistance to the agency staff, and every agent in every district should 
have half a day or more every week devoted entirely with him on his 

prospects’ by the General Assistant’ (Essentials to Success, by J. 
Redman Ormerod, p. 174). : 

“Recently Mr. A. B., Assistant at , was working with an agent, 
and they collected £17 1s. 84d. on a debit of £7 7s. 5d. The amount 
over debit was strictly arrears. . . . They also completed £5 5s. 5d. 
Ordinary Branch (new policies) and 1s. Industrial Branch. Two or 
three days later Mr. A. B. accompanied another agent, and they 
collected £9 19s. 6d. on a debit of £6 Os. 10d” (Insurance Mail, 
January 2nd, 1915). 

tT During the war the Industrial offices agreed, as regards all existing 
Policies, to accept without cavil or extra charge the great additional risk 
volved in the policyholder going on active service. The Courts 





(Emergency Powers) Act, 1914, prevented the lapsing of a policy of 
Wo years’ standing, except by a judicial order, if the war led to arrears, 


of this association, but it often sends a representative to ° 
sit with those of the other offices, and thus shares in their 
deliberations and decisions. We may add that special 
weekly journals (the chief being The Insurance Mail, The 
Assurance Agents’ Chronicle, and The Prudential Assurance 
Agents’ Review) cater for this extensive world, and that 
The Insurance Mail Year-book, 1913, contains more details 
as to the working of the system than are easily to be dis- 
covered elsewhere. 

With any realisation of the tireless efforts of this Indus- 
trial Insurance world—an particular with any vision of the 
ceaseless comings and goings of the 70,000 agents in order 
to collect two thousand million premiums and to issue ten 
million new policies annually—it is difficult to avoid an 
impression of misdirected energy and waste of labour. 
However competent and however truly respectable may be 
these 70,000 agents whom Industrial Insurance has enlisted, 
we have still to enquire whether all this work is necessary 
to the community. If it should prove to be the case that 
the end and purpose of Industrial Insurance could be 
secured by some arrangement less costly in human energy, 
it is a melancholy reflection that the nation should in the 
past seventy years have gradually diverted so vast an 
army of men of industry and capacity, so large a number of 
active and intelligent minds, from more urgently needed 
social service, in order to work a system which, as may 
possibly be discovered, can be dispensed with. 


CHAPTER V. 
THE PREMIUMS AND THE BENEFITS. 


To state in summary form what premiums are charged 
by the Industrial Insurance offices, and what benefits are 
promised in return, is no easy task. The companies, alike 
in the United Kingdom, the United States, Australia, and 
Germany, together with the British Collecting Friendly 
Societies, have no common tariff, and seem to delight in 
the greatest possible number of differences one from another. 
Whatever be the object, it is clear that any comparison of 
the premiums charged and the benefits offered by the 
several offices in each country, and between them and the 
British Post Office, is rendered extraordinarily difficult by 
these numerous small variations. It is almost impossible 
to find any two policies of different offices precisely alike. 
Whether the premium is payable throughout life or ceases 
at a given age ; during what period, if any, after entry into 
insurance nothing will be paid if death occurs, or if it occurs 
from other than certain specified causes; whether or not 
any part of the premiums paid will in such a case be returned ; 
by how much the sum insured will be reduced if payment 
has to be made within such and such a period after entry 
into insurance, or below a prescribed age ; whether the 
complete loss of one eye (or of two), of one or of two limbs, 
will cause the sum insured to be immediately payable, as 
if it were death, or only half the sum, or no part of it; 
whether a quarter of the sum will be payable if (though 
without death) the policyholder suffers from certain specified 
illnesses ; whether the policy is subject to any restrictions 
as to military or naval service, foreign travel or residence, 
engaging in hazardous occupations, suicide, &c., or 1s 
declared to be unchallengeable and indisputable except 
for lack of insurable interest or fraud—all these additions, 
the actuarial value of which it is by no means easy to 
calculate, absolutely prevent any workman or any work- 
man’s wife from making an intelligent choice between the 
proposals of different offices. The same complication (which 
is, of course, not peculiar to Industrial Life Assurance) pre- 
vents the construction of any comparative table contrasting 
one with another the elaborate array of different offers made 
by the several offices. 

We may take three typical cases and examine what can 
be got in some leading offices of the United Kingdom for 
a given premium. We shall set out what can be got for a 
penny a week on the life of a child under twelve months 
old ; what can be got for twopence a week on a child between 











SprciaL 
6 = 


THE NEW STATESMAN 


Marcu 13, 1915 





14 and 15; and what for sixpence per week on a man or 
woman between 25 and 26. 


Child Under One Year. 


For a penny a week payable throughout life the Prudential* 
will pay, on a child under one year, nothing if death occurs 
within three months, £1 10s. after three and within six 
months, £2 10s. if after six months, £8 if after a year, and 
so on up to £10 5s. if after 10 years, and £10 15s. if after 
20 years. 

But there is grave risk of a funeral within the first three 
months. For the same premium the Koyal London will 
give 10s. if death occurs after only four weeks, £1 11s. if 
after 13 weeks, £2 2s. if after 26 weeks, £2 12s. if after 39 
weeks, £8 8s. if after a year, and so on up to £11 if after 
10 years. 

Or if endowment at 15 is also desired, in addition to life 
assurance,t the Prudential will pay, on the life of a child 
under one year, for twopence per week for 15 years, nothing 
if the child dics within three months; £1 if after three and 
within twelve months ; £2 if between 1 and 15 years; and 
. the expiration of 15 years, if death has not taken place, 

4 4s. 

But immediate security against the cost of funeral may 
be desired, as well as endowment. The Royal London for 
a premium of twopence per week, continued up to the age 
of 14 only, will pay, however soon death occurs, if within six 
months, £1 2s.; after six months, £2 5s.; after one year, 
£4 10s.; and will pay, moreover, at age 14 the same sum 
of £4 10s. if death has not taken place. 


Child between 14 and 15. 


For twopence a week throughout life (ceasing, however, 
at age 75) the Prudential will pay on a child of 14, if death 
occurs within six months, nothing; if after six months, 
£20 2s.; after 5 years, £20 12s.; after 10 years, £21 12s. 

For the same premium (without the concession of ceasing 
at age 75) the Royal London will pay on a child of 14, if 
death occurs within six months, nothing, unless the policy 
is specially endorsed ; if after six months, £10 8s.; at any 
time after twelve months, £20 16s.; with the same amount 
if death occurs by accident at any time. 

For the same premium, payable by stamps stuck on 
weekly and handed in to office quarterly, but ceasing at 
age 60, the Post Office will pay on a child of 14, if death 
occurs before four quarterly payments have been made, 
merely the amount of the premiums received ; if after the 
first year, £20 5s. 


Man or Woman between 25 and 26. 


For a premium, of 6d. per week throughout life (ceasing, 
however, at age 75) the Prudential will pay, on a hfe of 
25 to 26, if death occurs within six months, nothing ; if after 
six months and within five years, £42 12s.; if after five 
years, £43 16s.; and if after ten years, £45; together with 
an uncertain addition by way of bonus, which may be con- 
siderable. 

For a similar premium (without the concession of ceasing 





* Since 1907 the Prudential, not quite alone in this respect, has 
each year voluntarily allotted part of its net profits to its Industrial 
policyholders, by undertaking to add to the sum assured, when the 
policy becomes a claim, during the year next ensuing, 5 per cent. of its 
amount if five years’ premiums have been paid, with an addition of 
5 per cent. for each additional five years’ premiums paid. The 
amount thus allotted in 1918 was £400,000, which seems to represent an 
average addition to the amount paid at death of about 5 per cent. 
The grant is quite optional, and uncertain—the sum given in 1914 
being, owing to war reserves, only one-half. 

t The endowment assurance policies, which have been introduced 
during the past few decades, and now amount to from 10 to 15 per 
cent. of all the policies in force, appear to be particularly disadvan- 
tageous bargains for the policyholder. The heavy expense of the 
collecting system is here severely felt. It would pay far better to take out 
a temporary policy payable only at death, and to put in the Savings 
Bank the extra amount demanded for an endowment policy. The 
amount to which such a weekly deposit would have accumulated at the 
end of the endowment term, without risk of loss by lapsing, is con- 
siderably more than an Industrial Insurance office will pay. 


at age 75) the Royal London will pay on a life of 25 to 26, 
if death occurs within six months otherwise than by accident, 
nothing, unless the policy is specially endorsed; if after 
six months, £23 lls.; if after twelve months (or even 
immediately, if death occurs from accident), £47 2s. 

For a similar premium, payable by stamps stuck on 
weekly and handed in to the office quarterly (but ceasing 
at age 60), the Post Office will pay on a life of 25 to 26, if 
death occurs within a year, only the amount of premiums 
paid ; afterwards £53 9s.* 

It will be seen that what Industrial Insurance provides 
is essentially Funeral Benefit.| The system, it seems, was 
suggested by an incidental remark in the Report of a House 
of Commons Committee in 1853 as to the desirability of 
extending to the wage-earning class the advantages which 
Life Assurance was bringing to the middle and upper classes, 
But what was then meant was the ensuring of substantial 
provision for the survivors, which is the principal object of 
ordinary Life Assurance. Leaving aside the 10 or 15 per 
cent. of the policies that include endowment (or payment 
at a fixed date), we see that Industrial Insurance is prac- 
tically restricted, in the vast majority of cases, to providing 
for the expenses which death occasions. 

The average amount insured by the forty millions of 
Industrial policies in force in the United Kingdom is about 
£10. It is true that one person may hold several policies, 
and (so far as insurance on his own life is concerned) there is 
for a person over ten years of age at the date of death no 
limit to the amount that may thus be insured. But although 
numerous cases are known in which there have been more 
than a score of Industrial policies on one life, these are a very 


small proportion of the whole, and it is not usual for there , 


to be more than three or four. It has been estimated, 
indeed, that the forty million policies are on about half 
that number of separate lives, which are thus insured, on an 
average, for £20 each. Among them, however, are a large 
number of children under 10, on whom, if death takes place 


-under 10, not more than £6 or £10 can be paid. We think 


that there is no doubt that practically the whole of the sums 
thus insured are, in the great majority of cases, spent 





* It should be noted that, whilst Industrial offices are often liberal 
in particular cases, most policies contain express stipulations which 
prevent a claim being enforced if the insured person does this or that, 
or does it without first getting the express permission of the office 
endorsed on the policy, a precaution seldom thought of. Thus it is 
often stipulated that there is to be no liability—occasionally only a 
reduced liability—if the insured person either (a) “* becomes engaged 
as a combatant in any active military or naval operations,” or, being 
a soldier or sailor, becomes subject to war risks ; or (b) resides in the 
tropics, or merely goes there, or even resides, or merely travels, outside 
the United Kingdom ; sometimes only if he actually dies abroad or on 
the high seas ; or (c) becomes a sailor, even in times of peace, or becomes 
employed in any capacity in any brewery, distillery, hotel, or public 
house, or “ engages in the trade of intoxicating liquors,” or “ engages 
in any occupation more hazardous to life than that mentioned in the 
policy,” or (d) “shall die by the hands of Justice or by suicide or 
drunkenness.” 

¢ This ignores such exceptional cases of payment during life as the 
joint life policies of the British Widows, which give also “ Lying-in 
Benefit ” of 10s. on the wife’s confinement, deducting this, however, 
from the amount due at death; or the policies which (as with the 
British Legal and United Provident, the British Widows, the London 
and Provincial, the Pioneer, the Wesleyan and General) pay half or all 
the amount insured, in lieu of the payment at death, on the loss of one 
eye, one limb or hand or foot, two eyes or two limbs, hands or feet ; 
or those which (as with the Pioncer), whilst continuing the policy im 
force until death for the full amount, also pay one-quarter of the sum 
insured, but not exceeding £5, if the policy holder of a year’s standing 
suffers (without dying) from scarlet fever, typhoid fever, typhus fever, 
small-pox, or diphtheria. One society even provides in return for 
sixpence a week (i.) Funeral Benefit, (ii.) an additional £10 on death 
by accident, and (iii.) 10s. a week during temporary total disablement 
from accident or from any of fifteen specified diseases. All these 
amount, however, only to a trifling proportion of the policies in force, 
and really represent (like the new Sickness Insurance of the Prudential 
and the new Group Insurance for Accident and Sickness of the Metro- 
politan of America) “ side lines ” not forming part of Industrial Insur- 
ance proper. The American offices, notably the Metropolitan and the 
Postal Life, do a great deal of “ welfare work *—not without utility 
as advertisement—in the extensive publication of hygienic and sanitary 
advice, the provision for policyholders of sick nursing, the organisation 
of relief measures in floods, fires, earthquakes, and epidemics, and even 
in the erection of model dwellings. 
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either on the funeral of the insured person, including the 
social gathering and more or less eating and drinking for 
which it affords occasion, or else on the customary mourning 
clothes for the whole household. If anything is left when 
all the expenses connected with the funeral have been met, 
it does no more than pay the other cost which the household 
has usually to incur (such as the doctor’s bill, the expense 
of removal, petty debts of the deceased, &c.). Only in the 
rarest cases 1s there anything in the nature of a provision 
for the widow and orphans, the securing of which is the 
principal object of middle-class Life Assurance. 

The value of Industrial Insurance in the way of encouraging 
thrift is thus limited. The exaggerated importance which 
it gives, in effect, to saving to pay funeral expenses over 
saving for other needs may even have an _ injurious 
result on the household economy. Moreover, it is apt 
to be persisted in, not only to the detriment of other 
obligations, but also at the expense of other persons, 
“ There is nothing beautiful,” it has been said by an American 
student of the results of Industrial Insurance, “‘ about an 
almshouse pauper who can draw out an insurance book taken 
out in better days, and say, ‘I won’t have to be buried by 
the City’; nor about a family which receives Outdoor 
Relief, either from the City or from private sources, whilst 
it is meeting the weekly demands of the collector.’’* 

We can at least understand what it was that moved the 
Select Committee of the House of Commons in 1889 to say— 
with some exaggeration—that “‘the Committee are com- 
pelled to look upon the methods of the Collecting Societies 
as of no value whatever towards education in thrift.’’t 

As to the number of cases of death in which an Industrial 
Insurance policy becomes payable, exact statistics are not 
obtainable. But, making certain calculations from the 
published figures, and allowing for the duplicate policies on 
the same life, we estimate that probably five out of every 
nine persons of all ages who annually die in the United 
Kingdom give rise to claims under Industrial policies. 
This proportion has during the past few decades steadily 
increased. Discount it as we may, it is truly a marvellous 
achievement for a voluntary organisation of less than 
three-quarters of a century’s growth.{ 

The proportion of persons thus insured is, of course, not 
identical for all ages, all classes, all occupations, and all parts 
of the United Kingdom, but it seems to be more uniform than 
is often supposed, and insurance is steadily becoming 
more universal. The married woman, mother of a family, 
not herself a wage-earner, has not been very favourably 
regarded as an insurance prospect, and business of this kind 
has often been refused in the past. On the other hand, of 
children under 10 in the United Kingdom belonging to the 
regularly employed wage-earning class in the large towns, 
it is often rare to find any uninsured. The Prudential, which 
has only about 47 per cent. of all the Industrial policies, has 
now nearly three million children under 10 insured, whilst 





* The Development of Thrift, by M. W. Brown, New York, 1896, 
p. 171. 
' et Report of House of Commons Committee on Friendly Societies, 
9 


t It is said that no trade or occupation, however hazardous, and no 
place of residence, however unhealthy, and no age period, however 
high its rate of mortality, will stand in the way of Industrial Insurance 
by one or other office. Those engaged in the liquor trade are, however, 
accepted only with hesitation, and at higher rates, and are altogether 
refused by some offices. The Scottish Legal advertises that its extra 
premiums on “those engaged in the licensed spirit trade are less than 
the average” of other offices, “ being 25s. per cent. on publicans, 
20s. per cent. on innkeepers and hotelkeepers, 15s. per cent. on licensed 
grocers in Ireland, and 10s. per cent. on licensed grocers in Scotland.” 
But sailors, miners, and workers in explosives are accepted without 
extra rates. One office, at least, hesitates to accept Jews. Business 
in Ireland is not pushed by some offices. At one time a large office 
declined to insure infants at Preston in Lancashire. It should be said, 
too, that most offices have had their “ proscribed streets,’ which were 
not to be canvassed—partly because the mortality rate was high, but 
principally because the inhabitants were of so “ casual” a nature and 
so shifting in their addresses as to involve more expense than profit. 
The Prudential of America will not insure Canadian Indians ; nor any 
Italian infant under four years old; nor anyone engaged in liquor 
traffic for more than £50 or without the extra premium appropriate 
to an addition of five years to the age. 





the total number of children of that age in the United 
Kingdom in 1911 was only 9,471,000. It is said that on a 
special canvass of a street in a Lancashire town inhabited by 
mill-hands, and containing over a hundred houses, it was 
found that every child, without exception, was insured in 
one or other office.* A private enquiry made in 1908 as 
to eighty consecutive children whose names began with the 
same letter treated at a London hospital showed that 78, or 
- a cent., were insured (46 in the Prudential and 9 in the 
earl). 

It is often said that Industrial Insurance has practically 
relieved the community from the cost of pauper funerals ; 
and much has been made of a statement that £2,000,000 a 
year has been saved in this way to the public. No such 
sum was ever spent on the burial of paupers, even in the 
days when pauperism was at its height and Industrial 
Insurance unthought of. No statistics as to pauper burials 
appear ever to have been published by the Local Government 
Board, but from enquiries that we have had made in some 
typical Unions we are unable to infer that there has been any 
substantial decrease.t What seems to be true is that the 
“ friendly leads,” and other collections by which workmen 
used to help each other to defray the cost of a funeral, are 
now, alike in London and in other places, far less frequent 
than they were a generation ago. 


CHAPTER VI. 
Tue Story or “ THe PRUDENTIAL.” 


The history of the Prudential Assurance Company is one 
of the romances of profit-making capitalism. In 1848 the 
late Edgar Horne, Henry Harben, and a few of their friends 
put up a capital of £2,500 or £2,875 with which to start what 
was called at first “The Prudential Mutual Assurance 
Investment and Loan Association,” the profits of which 
they were to divide among themselves. The business 
which, so far as life assurance was concerned, was then 
exclusively of the “ ordinary ” type, grew but slowly, and 
the first valuation in 1852 showed no divisible profits. 
For the first six years the shareholders received no dividend. 
But a new development was at hand. The shortcomings 
of burial clubs and friendly societies, as well as the growth 
of life assurance, were in these years much under the con- 
sideration of Parliament, and in 1858, as we have already 
mentioned, one of its committees expressed the opinion 
that the work which the Life offices were doing for the 
“ higher and middle classes of society ” might with advan- 
tage be made to extend among the humbler classes.{ On 
this suggestion the directors of the Prudential started, in 
1854, at the moment when the nation was plunging into 
war, a system of issuing life policies on persons over 10 and 
under 60 years of age, for smaller sums than had hitherto 





* Notes upon Industrial Assurance in the United Kingdom, by F. 
Schooling (paper at Fifth International Congress of Actuaries). 

+ In one Union we found that there were exactly as many pauper 
funerals in 1913-14 as there were in 1892-3, the population having in 
the two decades increased only by 5 per cent. In another Union, where 
the population between 1898 and 1914 had increased by 65 per cent., 
the number of pauper funerals had increased by 26 per cent. In a 
third, where the population between 1881 and 1911 had gone up by 
14 per cent., the cost of pauper funerals was found to have oscillated 
irregularly between £674 (in 1894) and £649 (in 1911) down to £528 in 
1914, a decline becoming visible only during the last three years. 
The proportion of pauper funerals to population seems to vary much in 
different Unions—as we infer, from about 4 to 12 per 10,000. The 
total number in the present year might be about 37,000 out of some 
650,000 deaths, or nearly 6 per cent. The total expenditure on these 
funerals (including cemetery fees) would fall short of £50,000. It is 
to be wished that the Local Goveriment Board would publish the cost 
of burials which every Union reports to it half-yearly. 

We note that it is claimed by Industrial Insurance advocates that, 
in certain American cities for which the statistics can be obtained, the 
proportion of pauper funerals per 10,000 population fell from 23°7 in 
1871 to 15°5 in 1891-5 and 104 in 1905-10. Whether this rapid 
reduction, in totals far in excess of those of this country, is to be ascribed 
to an increase of insurance may well be doubted. 

t Report of House of Commons Committee on Life Assurance, 1853. 
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been customary, adjusted to premiums of fixed amounts 
collected weekly from the policyholders’ own homes. The 
first tables worked out by the Company’s consulting actuary, 
Edward Ryley, on this new plan of adjusting the amount 
insured to a definite weekly premium were only for whole 
life, joint lives, and endowment. A penny a weck from age 
20 insured £8 10s. at death. Six of the tables were con- 
structed on the withdrawal system, and two on that of 
non-withdrawal. The first Industrial Superintendent was 
appointed September 19th, 1854, just when the British and 
French troops were landing in the Crimea; the first Indus- 
trial Agent, September 28th, 1854; the first Industrial 
Clerk, November 8th, 1854. The first Industrial policy was 
issued November 18th, 1854, and the first Industrial claim 
(a railway accident) paid January 7th, 1855. It does not 
seem that the Prudential was alone in this field, as the 
Industrial and General Insurance Company (which was estab- 
lished in 1849, merged in the People’s Provident in 1855, 
and wound up in 1872), the British Industry Insurance 
Company (which was established in 1852, made rapid 
progress, and merged in the Prudential in 1860), and also 
the Age (started in 1852) are said to have been also appealing 
about the same time to artisans and other weekly wage- 
earners to take out life policies on somewhat similar lines. 
At first progress was extremely slow, partly because of the 
novelty of the idea, partly because the number of agents at 
work was small. The outlook at this time, amid the gloom 
of war, was unpromising. The Company’s total income, 
after seven years’ struggle, and including the new Indus- 
trial Branch, was no more than £38,500. There is an office 
tradition that the secretary (afterwards Sir Henry Harben) 
had at one time to take his small salary out in shares in 
which hardly anyone but himself believed, instead of in 
cash; and that he had more than once to plead with his 
fellow-shareholders not to shut up the business as a failure. 
Additional calls had to be made on the shareholders, some 
of whom failed to pay up. The directors were even driven 
to declare the shares of such defaulting owners forfeited, 
to the nominal amount, it is said, of no less than £34,120, of 
which, however, only a few hundreds had been paid up. 
The little group of shareholders (practically all of them 
officers and directors) who retained confidence in the ven- 
ture found themselves obliged to lend, or personally 
guarantee, in the form of short loans, the money tem- 
porarily needed, to the extent at one time, it is said, of 
as much as £35,000. The second valuation in 1856 again 
allowed of no profit being declared, though from 1854 
interest at the rate of 5 per cent. was paid on the small 
capital actually subscribed. The new premium income, 
for ordinary as well as for Industrial policies, was £2,042 
in 1856, £3,997 in 1857, and £5,543 in 1858, the total premium 
income in the latter year being only £9,392, and the invested 
funds, after ten years’ existence, apparently only trifling. 
The directors took a step which seemed at that date of great 
boldness. They first reduced the minimum age to 7 (in 
1856) and dispensed with any maximum age; and then, 
going further in 1858, they resolved to issue Industrial 
policies on the lives of infants and quite young children. 
The new “ Infantile Table’ was at first confined, as an 
experiment, to the Staffordshire Potteries—not, one would 
have thought, the happiest experimental ground—and was 
only gradually extended to other districts. The previous 
refusal to accept infants and children had stood in the way 
of new business. Unless the young children could be 
insured there seemed often no advantage over the ordinary 
Friendly Society. So hampering did the agents find the 
refusal to take in all the members of a family, whatever 
their ages, that one enterprising man is said to have made 
a practice of “ insuring ” the children’s lives himself, aecept- 
ing on his own account the premiums in respect of them, 
and paying out of his own pocket the claims that arose, 
merely as a means of getting the adults of the family as 
the Company’s policyholders. This object-lesson con- 
vineed the directors both of the profitableness of child 
insurance and of its necessity if the volume of business 
was to grow apace. In view of the high rate of mortality 


during infancy, the device was adopted of paying a lesser 
sum on deaths at the earlier years. Thus, in policies on 
children under 10, the amount payable at death in return 
for a premium of a penny per week was regularly graduated, 
being only £1 at death at the end of the first three months, 
and not reaching £10 until the age of 10 years.* In 1860 
a further innovation was made in the abolition of the medical 
examination, a course already taken by the British Industry 
Company, which was absorbed at this date. Such an 
examination cost many weeks’ premium on each new policy, 
and it was found by experience that it could be dispensed 
with.f At this point it proved that the corner was turned. 
The third valuation at the end of 1861 showed a surplus, 
and a bonus averaging 25 per cent. was declared. The 
business of the Company, now increasing steadily, was seen 
to be a really profitable enterprise. Competitors sprang 
up to dispute the Company’s title to the system it had 
inaugurated. The next decade saw the successive absorp- 
tion of five rival offices (the British Industry in 1860, the 
Consolidated and the London and Westminster in 1865, 
the British Mutual in 1868, and the Hercules in 1869); but 
it also witnessed the starting of half a dozen others,t and the 
policy of amalgamation has not since been resorted to. In 
1866 a bonus averaging 37 per cent. was declared. But the 
booming year was 1868. “In the year 1857, eleven years 
ago,”’ said the secretary (H. Harben) in 1869, “ our total 
income from all sources, industrial and general, was £3,997, 
under £4,000 a year; in 1858 it was £9,300; in 1859, 
£12,600; in 1860, £19,400; in 1861 it had gone up to 
£49,000 ; in 1862 to £56,000; in 1863 to £70,000; in 1864 
to £92,000; in 1865 to £140,000; in 1866 to £154,000; in 
1867 to £154,000, and in 1868 it had risen to £220,000. ... 
The bulk of our policies are within the last three years. ... 
Of that £220,000 a year income, £87,000 was produced 
last year and £54,000 was produced in 1867.”§ The total 
sum insured appears to have been nearly £5,000,000. The 
assurance fund at that date, after twenty years’ work, 
amounted to £241,301, or only a little over thirteen months’ 
income. <A successful beginning had been made in Scotland. 
The directors proudly declared that, “‘ accustomed as they 
have been for many years to report an accession of business 
greater than any other Company in Europe,” the progress 
of this wonderful year had been greater than ever before. 

Meanwhile the constitution of the Company had been 
reorganised and its title changed. After the absorption 
of the British Industry Insurance Company (which had at 
the time an income of £25,000 and assets £18,000, whilst 
the Prudential had only £18,000 income and assets of 
£19,000), a deed of settlement of the reorganised “ British 
Prudential Assurance Company Limited” was filed at 
Somerset House in December, 1860, signed by ten persons, 
giving the nominal capital as £100,000, in 5,000 shares of £20 
each, of which only 11s. 6d. was paid up (or £2,875). This 

* These amounts have been increased as the profitableness of the 
transactions became apparent, and the competition for business more 
fierce. 

Thus a premium of 1d. per week in 1880 insured at death after the 
periods stated : 3 months, £1; 6 months, £2; 1 year, £2; 2 years, £3; 
3 years, £3; 6 years, £5; 8 years, £5; 10 years, £10. In1914:3 months, 
£1 10s. ; 6 months, £2 10s. ; 1 year, £3 ; 2 years, £3 10s. ; 3 years, £4; 
6 years, £6 ; 8 years, £8 ; 10 years, £10 7s. 

The benefits have thus been increased by from 3} to 60 per cent. 

+ All Industrial offices in this country now dispense with medical 
examination for small policies. For insurances over £25 medical 
examination is usually required, but some offices dispense with it up 
to £50, and others make the limit vary with age over 40, reducing about 
£5 for every five years older. In the United States medical examination, 
even of children, is commonly insisted on. 

t Notably the still flourishing Royal London in 1861, the Pearl and 
the Refuge in 1864, the British Workman and General (now the 
Britannic) in 1866, and the London and Manchester in 1869. Others 
were less successful. ‘The business of Industrial Life Assurance, 
says the Post Magazine (vol. xi. p. 568), “ having been given a start, 
rapidly took hold of the public, who were only too glad to avail them- 
selves of the improved state of affairs. The success of the well-managed 
Industrial offices naturally induced speculative promoters to turn 
their attention to Industrial Insurance as a field for operations. As & 
result a number of Life Insurance companies were formed, which had 
either as their sole or principal object the transaction of Industria 
business. Most of them, however, were miserable failures.” 

§ Post Magazine, April 10th, 1869. 
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deed of settlement, by the way, limited the rate of dividend 
on the share capital to 5 per cent. per annum, though with 
the right to share with the policyholders in the quin- 
quennial bonus—a limitation that has since been silently 
altered, apparently by special resolution under the authority 
given in the Company’s special Act to be subsequently 
referred to. In 1867 the title was again changed to The 
Prudential Assurance Company, and in 1868-9 the last 
amalgamations were made, the British Mutual and Her- 
cules Companies being taken over. By 1870 the amount 
paid up, Page oJ in cash, had risen to £5,839, at that 
time held by about 34 shareholders. Since 1871 it is 
believed that no more capital has been provided in cash, 
though the number of individual shareholders has increased 
to fifteen hundred, principally by family distributions and 
division of inheritances. 

For the last thirty years the Company has gone from 
strength to strength, adding steadily year after year to its 
army of industrial policyholders, until it has now, in number 
of policies in force and in premium income, more than half, 
and in accumulated funds over three-fourths, of the total 
for the whole kingdom. Meanwhile it has developed an 
enormous business in “ ordinary ” policies, pushing, with 
great success, its policies for £50 or £100 among the lower 
middle and superior artisan class.* Of such ordinary 
policies in force, it has now the stupendous number of 
922,505—more than ten times as many as any “ ordinary ” 
company—the total sum insured exceeding one hundred and 
two millions sterling, which is itself more than twice as much 
as even the largest and oldest “ordinary” company has 
insured in the United Kingdom. It even grants more 
annuities than all but one of the British offices.t Its 
accumulated funds in all branches of its work now exceed 
ninety millions sterling, which is much more than is owned 
in any business by any British firm or joint-stock concern 
other than the largest railway companies, and is nearly four 
times as much as is possessed by any other British insurance 
office. Every two months it has to find durable investments 
for about a million of additional money—a larger sum than 
any other single investor in the United Kingdom other than 
the Postmaster-General or the Public Trustee. It has become, 
accordingly, absolutely the biggest shareholder in the Bank 
of England, as it was in the New River Company ; the most 
extensive owner of railway securities, as well as of freehold 
ground rents; the most considerable holder of Indian and 
Colonial Government bonds and stock ; the most important 
mortgagee of real estate ; one of the very greatest of London 
ground landlords, owning more than half a square mile of 
the metropolis; and probably the greatest owner of free- 
hold house property in the United Kingdom. Of late years 
it has also become absolutely the most extensive provider 
of capital for the various Local Government Authorities 
and one of the most important “ underwriters ” of all the 





* The business is, of course, not confined to such small policies. 
In 1913 there were more than a thousand policies in force for amounts 
between £500 and £20,000, aggregating over a million pounds. 

+ It may be added that, on the passing of the National Insurance 
Act in 1911, the Prudential (which is reported to have driven the 
Government sternly from the original project of including Funeral 
Benefit in the State scheme) jumped in with the greatest energy ; 
organised Approved Societies respectively for men, women, domestic 
servants, laundresses, miners, and agricultural labourers, with con- 
stitutions placing them absolutely under its own control ; undertook 
for a capitation fee the whole work of agency and management on their 
behalf, and employed its whole staff to enlist members. The result 
was that nearly three million were enrolled, amounting to one-fifth 
of the whole of the persons whom the State brought into insurance. 
The charge for expenses made to the Approved Societies amounted, in 
1914, to £357,416. The company itself thereupon added a Sickness 
Insurance Branch. It had tried this in 1859, by forming a subsidiary 
concern (the Prudential Friendly Society), but had to abandon it 
because (as the Secretary told the Royal Commission on Friendly 
Societies in 1873) “ after five years’ experience we found we were 
unable to cope with the fraud that was practised.” In 1912, however, 
“ arising out of the National Insurance Act the directors found there 
was a demand for certain additional and voluntary sickness insurances 
supplemental to the insurances afforded by the Act. They therefore 
caused two special tables to be prepared, which have been received with 
general approval, 27,195 policies thereunder being in force on Decem- 
ber 31st, 1912” (Annual Report for 1912). 


new high-class securities that are placed on the London 
financial market. 

This colossal and long-continued expansion, secured by 
a prudent and skilful and extremely economical administra- 
tion remarkable for its continuity, has naturally resulted 
in huge profits, which have been, in the main, taken by the 
fortunate little group of shareholders, the bulk of the shares 
remaining continuously in the hands of the relations or 
connections by marriage of the founders and the leading 
officers of the early days. Since the days of Cortez and 
Pizarro no financial speculation—not even the Mount 
Morgan mine or the New River Company—has ever returned 
so magnificent a percentage of profit on the capital invested. 
The original £2,500 of capital, or perhaps £2,875, as we 
have already mentioned, had grown by 1870 to £5,839, and 
had then somehow jumped to £10,052. In 1876 another 
reconstruction took place; the title was again slightly 
altered to The Prudential Assurance Company Limited ; a 
private Act of Parliament was obtained (39 and 40 Vic. 
cap. Ixxviii., June 25th, 1875) incorporating the very sum- 
mary powers as against officers given by the Companies 
Clauses Consolidation Act of 1845, and making them 
applicable to its agents ; enabling it by special resolution to 
alter any or all of the provisions of its deed of settlement— 
including, we assume, the restriction on the amount of 
dividend and bonus—and to apportion as the shareholders 
may decide the expenses and profits as between the Ordinary 
and the Industrial Branches of the business. The shares 
were transformed into 20,000 of £5 each. The amount paid 
up was then put at £24,920, though it is believed that no 
actual cash was paid. Further reconstructions took place 
in 1881 and 1886, the nominal capital being swollen succes- 
sively to £500,000 and £1,000,000 ; and the amount paid up 
being increased, not by any further cash investment, but by 
appropriation from profits, to £80,028. In 1905 the authorised 
capital was again increased to 400,000 shares of £5 each, or 
£2,000,000, of which 200,000 shares, or £1,000,000, was 
nominally “ subscribed ” and paid up—this figure having 
been reached by successive further appropriations of profit 
in 1887, 1891, 1893, 1894, 1895, 1896, and 1897. At this 
point the figures of nominal capital still stand, though the 
shares seem to have been divided into the nominal amount 
of £1 each. The aggregate of shares, representing, as we 
believe, a cash investment of less than six thousand pounds,* 
would now sell in the market for ten or twelve millions 
sterling. Meanwhile the dividends drawn by the share- 
holders year by year in cash, in addition to the enormous 
appropriations that have swollen their nominal capital, have 
for the last thirty or forty years been far from contemptible. 
Down to 1881, indeed, they did not ever exceed (including 
the quinquennial bonus) an average of four or five thousand 
pounds a year. Since that date they have been, during 
successive decades, fifty thousand, a hundred thousand, 
three hundred thousand, and now six hundred thousand 
pounds per annum—not a bad yearly dividend on an invest- 
ment of apparently only £5,839 in cash! The magnitude 
of this profit is, of course, no evidence that cither the twenty 
million policyholders or the twenty-five thousand employees 
are being badly treated. There is, indeed, no reason to 
believe that the policyholders get more onerous terms or 
less generous treatment than they would in other offices, 
or that the employees receive smaller remuneration or less 
consideration. The evidence that we have been able to 
obtain is—so far, at least, as the past quarter of a century of 
prosperity is concerned—rather the other way. Nor has 
the Prudential, as we have seen, in any sense a monopoly.t 





* See the statement made by the General Manager to the Select 
Committee of the House of Commons, June 21st, 1889. 


t Though the most sensational in magnitude, the Prudential is, of 
course, not the only Industrial office in which the founders have 
realised huge profits. The Pearl, for instance, is said to have been 
started in 1864 by the late P. J. Foley and friends with an aggregate 
capital of £3,000. Its nominal “ paid-up ” capital is now £440,050 (of 
which it is believed that not a tenth has been put down in cash), on 
which the annual distribution in dividend and bonus is believed now to 
exceed a quarter of a million. The shareholders’ total investment 
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Its competitors are as ubiquitous, as energetic, and as fertile 
in resource as itself. For the last few years, indeed, several 
of them, as regards the obtaining of “ new business,” have 
been year by year actually gaining on their gigantic rival. 
Practically all of them are making large profits in their 
several degrees. It seems as if, by the very nature of the 
business, they can hardly help making profits. ‘“‘ You have 
got to muddle things in a more hopeless way than I have 
ever seen them muddled before,” lately wrote, in a moment 
of expansiveness, Mr. William Schooling, the well-known 
exponent of insurance, “ to prevent an industrial life office 
that has once got through its early stages being anything 
but a big success.” * The extraordinary profitableness of 
the business—made possible, of course, by a continuity of 
prudent management and skilful organisationf—is to be 
ascribed, in our judgment, to the power over the minds of 
the population that can be exercised by an army of pro- 
fessional canvassers offering to satisfy an almost universally 
felt craving by selling, at a price brought within the means 
even of the poorest wage-earner, a commodity of which the 
purchasers are unable to estimate the cost and therefore its 
equitable price, or to compute the real value to themselves. 


CHAPTER VII. 
THE PREVALENCE OF LAPSING. 


One of the gravest defects of Industrial Insurance, reveal- 
ing itself in all countries, in the United States and Germany 
no less than in the United Kingdom, is the extraordinary 

roportion of “lapses.” Out of the ten millions who in 
the United Kingdom each year make application for insur- 
ance, or begin to pay premiums, only a tiny proportion 
keep up their weekly payments long enough to become 
entitled to receive anything.t The eighty millions of 
policies in force throughout the world include a vast number 
which are, in fact, only temporarily in force, destined to 
lapse without claim. This very serious drawback to Indus- 
trial Insurance, the real evil of which we think it hard to 
exaggerate, has been made the occasion for many complaints 
and accusations, some of them due to misunderstandings. 


(a) The Number of Lapses. 


The proportion of lapses is demonstrably enormous. The 
number of new policies issued each year in the United 
Kingdom by companies and Collecting Societies is now 
about ten millions; the number paid on death or maturity 
is well under one million; yet the annual increase in the 
total of policies in force (including all the free policies) is 
under three millions. The number surrendered before 
maturity for a cash payment is insignificant. Thus the 
number of lapses must be something like six or seven 
millions a year. In one big company it is stated to be 
about 7 per cent., which is claimed as much lower than 
in any other office. The statistics for the United States 





(including that in another company now merged) of certainly much less 
than a hundred thousand pounds is now worth in the market at least 
five millions. The Refuge, founded by the late James Proctor, repre- 
senting a smaller investment in cash, is worth about a quarter as much. 
Just prior to the war the £1 share of the Prudential was quoted at 
£12 10s., and Pearl shares, on which only 10s. had been paid, at £12. 

* Letter to The Policyholder, February 25th, 1914. 

+ ‘“* The success of Industrial Assurance,” wrote Mr. (afterwards 
Sir) Henry Harben in 1871, “ has been determined by a close attention 
to a variety of circumstances. In the first place, a more than ordinarily 
careful selection for outdoor work must be made, the most constant 
supervision must be exercised, and the closest attention to details 
must be used ; but the chief success lies in a most stringest attention 
to the internal economy and to the method and regularity observed at 
the Chief Office. Without these two requisites the problem of In- 
dustrial Assurance cannot be solved ; but with them the difficulty is 
entirely overcome, and the working man can reckon with as much 
certainty on the results of his frugality and prudence as his richer and 
more fortunate employer.” 

t A small proportion of these are permitted to surrender their 
policies in return for a free policy for a much smaller sum, and this 


eventually becomes a claim. 


are to the same effect. ‘‘ The number of lapses is enormous. 
In 1901 the three large Industrial companies which do over 
95 per cent. of the whole Industrial Insurance business in 
this country had 12,522,000 policies in force. By the end 
of 1911 the number increased to 22,760,000, an increase of 
some 10,238,000 policies. But during the same ten years 
88,593,000 policies were written. Even assuming a uniform 
mortality of 25 per 1,000, which is, of course, very much 
too high, and an average of 16,000,000 policies in force 
during the ten-year period, or 4,000,000 deaths, it will leave 
over 24,000,000 policies unaccounted for—most of them 
discontinued through irregularity of payment of the weekly 
premiums. Thus in 63 per cent. of all cases the agent 
system proves ineffective.’’* 

The exact number of lapses—as distinguished from 
policies terminated by payment at death or maturity—is 
never revealed by any company or Collecting Societyt ; 
but it can sometimes be calculated within narrow limits 
of error from the published material. It differs from office 
to office—apart from any “ sharp practice ” in getting rid 
of “ bad lives ”—according (a) to the extent to which the 
agents are “driven” and the campaign for new business is 
pushed, and perhaps the system under which it is conducted ; 
(b) the period of grace allowed in practice before policies 
in arrear are “noticed” (as required by statute) and 
“lapsed ” ¢; and (c) the liberality of the office in granting 
(i.) extensions of time during which arrears may stand over, 
(ii.) loans on policies, (iii.) cash surrender values, or (iv.) free 
policies in exchange. It would, however, be unfair to 
bring into mutual comparison, as is sometimes done, the 
lapse-rates of different offices, according to the proportion 
of lapses to the total number of their policies in force, without 
taking into account their relative position as regards 
“new business.” In the United States, as in this country, 
the lapse-rate is out of all proportion greater during the 
first three months of a policy than in any subsequent quarter. 
Lapsing is specially a disease of new policies; and for the 
first few months of a policy, during which the majority of 
lapses occur, there is often no payment of the sum insured 
even if death occurs, so that not even the benefit of tem- 
porary insurance bas been enjoyed. 

It must be added that lapsing occurs again and again to 
the same person or family. Policies are taken out and 
allowed to lapse; again taken out, and again allowed to 
lapse ; sometimes, in the same or other offices, even a dozen 
times within as many years. There is almost a habit of 
lapsing. It seems from the statistics, and from the testimony 
of those in touch with the business, that a large proportion 
of the wage-earning population all over the kingdom—a 
proportion comprising literally millions of persons—are 
incessantly “in and out ” of insurance; or rather not of 
insurance, because they do not, in many cases, pay long 





* Social Insurance, by I. M. Rubinow, New York, 1913, p. 421. 


+ The Metropolitan of America, which is the second largest Industrial 
office in the world, has published interesting figures on this point, 
Thus we learn that of all the policies issued during 1909 and 1910. 
only 35°83 per cent. were still in force on December 31st, 1910 ; among 
those which had ceased only 1°27 per cent. had ended by death, and 
0°15 per cent. by surrender; whilst no fewer than 62°83 per cent. had 
lapsed (nearly one-third of these being simply not taken up). Thus 
of the terminations of young policies, ending within the first year or 
two, over 97 per cent. are by lapse without surrender value. 


t The offices all allow a certain latitude of arrears ; and, in fact, the 
total of arrears at all times amounts to as much as three weeks’ pre- 
miums on the whole aggregate of policies. Before serving a lapse 
notice the rule is to allow three weeks (on young policies, the Pearl) ; 
four weeks (Prudential, Wesleyan and General, and on young policies 
British Widows, City Life, Royal London, and Blackburn Philan- 
thropic) ; six weeks (London and Manchester, and Albion ; and on 
young policies British Legal, Pioneer, and City of Glasgow) ; seven 
weeks (Britannic) ; eight weeks (Hearts of Oak, Co-operative, Salvation 
Army, Liverpool Victoria ; on policies three or six months old British 
Widows, City Life, and on policies under one year Scottish United 
Reform) ; ten weeks (London and Provincial, Royal Co-operative, 
National Standard, Royal Liver) ; thirteen weeks (Scottish Legal, and 
on “policies of some months’ standing British Legal, Pearl, Pioneer, 
Royal London, Scottish United Reform) ; fourteen weeks (City of Glas-~ 
gow on policies a year old) ; twenty weeks (Aberdeen and Northern). 
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enough to come into cover, but in and out of the books of 
one or other of the 70,009 agents.* 

Finally, it must be said that the lapse-rate is alleged to be 
falling. It has been claimed on behalf of one large office that 
the lapse-rate has been reduced during the last twenty years 
from 12} to less than 7 per cent., and it has been stated that 
in the United States the lapse-rate was 21-4 per cent. of the 
policies in force in 1900, 17-2 per cent. in 1905, and only 
13°5 per cent. in 1910. Such statements do not necessarily 
prove a real fall in the lapse-rate, as they may indicate only 
a decline in the rate of increase by new business. We 
cannot ascertain that any real decline has taken place. 

(b) The Evil of Lapsing. 

From the standpoint of the community, concerned that 
provision should be made for the future and habits of saving 
promoted, and, in particular, that the cost of burial should 
not be a burden on the survivors, the prevalence of lapsing 
is extremely grave. Nor is it any mitigation to plead, as is 
often done, that a high proportion of lapses is not due to any 
malevolence on the part of the Industrial Insurance offices, 
or that it is otherwise than disadvantageous to them, and 
that it is proved, by its universality, to be an inevitable 
consequence of the system itself. To the extent that lapsing 
prevails, the very service to the community that Industrial 
Insurance exists in order to perform—the provision for burial, 
which is the principal social justification for what is, in 
effect, the tax which the wage-earning community is per- 
suaded to bear—is, as regards these particular lives, not in 
fact performed. Nor is this, from the social standpoint, all 
the evil. Instead of encouraging foresight and habits of 
thrift, Industrial Insurance has—so far as concerns those who 
lapse—a quite opposite effect. Whatever social value the 
system of Industrial Insurance may be admitted to have in 
stimulating and facilitating thrift and saving in the cases of 
those who manage to persist and keep up their payment, this 
salutary influence, we are assured, is in the more numerous 
eases of those who fall out by the way altogether out- 
weighed by the discouragement and sense of loss which is the 
result of lapse. The temporary insurance which the policy 
may have given—only, be it remembered, in the cases in 
which the premiums have been continued long enough to 
bring the policyholder into benefit—of a sum on a death 
which has not, in fact, occurred is practically never taken 
into account. Small as may seem the amount that has been 
lost in cash—perhaps only a few pence a week for a few 
weeks—the psychological effect is grave. ‘‘ The invest- 
ment,” it has been said, “ has been demoralising to the 
intermittent saver. It has withdrawn from immediate 
consumption a much-needed part of the weekly wage, and, 
because unpersisted in, has reacted unfavourably on the 
quondam policyholder.”’t 

When it is claimed that the Industrial Insurance business, 
as it actually exists, is of value to the State, we have to enquire 
at what point the evils due to lapsing outweigh the other 
advantages of the system. The lapse-rate is thus of the 
essence of the enquiry. If the lapse-rate were found to be 
100 per cent.—that is, if every policy lapsed before becoming 
a claim—the social value of the business would plainly be 
nothing at all; it would even be harmful to the community. 
Though each transaction might be voluntarily entered into, 
the Leyislature might make the soliciting of premiums, as 
of the purchase of lottery tickets, a penal offence. If the 





* Practically all the offices allow a lapsed policy to be reinstated 
within twelve months, by payment of all the arrears, without fine, 
provided that the policyholder is reported to be in good health. The 
Canadian law of 1910 makes such reinstatement within two years 
compulsory. The Prudential of America reports that it reinstated no 
fewer than 288,614 policies in 1888, being 20°9 per cent. of the lapses. 
This amounts, however—except, possibly, as to the date of coming into 
benefit—to practically the same thing as taking out a new policy, the 
difference in the rate of premium at the advanced age being trifling, or 
even nothing at all. Another plan, common in America, is to “ revive 
the policy, subject to a lien for the amount of the arrears. 

+ The Development of Thrift, by M. A. Brown, 1899, p. 167. 

+ The Italian Law of April 4th, 1912, does make it an offence to 
canvass or solicit for life assurance otherwise than by the authorised 
agents of the “ National Institute of Insurance” instituted by the 

vernment. The object in this case is doubtless, in the main, the 
protection of the Government monopoly. 





lapse-rate were only 1 per cent., the evils due to lapsing 
might well be deemed to be outweighed by the social advan- 
tage of providing, practically universally, for burial. As far 
as we can ascertain, the position is as follows : Out of every 
eight persons who at one or other age enter into Industrial 
Insurance seven will let their policies lapse after a shorter 
or longer period. Taking the world over, companies as 
well as Collecting Societies, we cannot put the proportion of 
policies never resulting in a claim at less than 85 per cent. 
As provision for burial, Industrial Insurance must be 
deemed to have failed whenever the policy is allowed to 
lapse during life. 

What judgment to pass on an institution which has, as 
regards this provision for burial, so high a percentage of 
misses to hits may be a matter of opinion. From the 
standpoint of the community, in so far as it is concerned to 
secure provision of the expenses of burial, the issue seems 
pretty clear. Let us suppose that the problem is the retail 
distribution of chocolate to railway travellers. If in a 
discussion as to the merits of the penny-in-the-slot machine 
it was demonstrated that seven out of every eight pennies 
that were deposited in the slot failed to yield the expected 
response in chocolate, with the forfeiture of the pennies, the 
claim of the machine to be a suitable alternative method for 
the retail distribution of chocolate to that of the refreshment 
stall—even if this failure could be ascribed to some omission 
on the part of the customer, and if in a certain propor- 
tion of the cases in which no chocolate came out there 
appeared a gaily coloured picture—would not be sym- 
pathetically received.* 

(c) What the Lapses Amount To. 

But if the social evil of lapsing is serious, and the 
shortcoming of Industrial Insurance as a social expedient 
thus grave, it is all the more important that the average 
pecuniary loss of a lapse to the individual policyholder 
should not be exaggerated. The vast majority of the lapses 
occur where the total amount paid in premiums is very 
small, often only a few pence. It may, indeed, be literally 
nothing. It is the practice with Industrial Insurance 
companies to prepare the policy, and to enter it as issued, 
immediately the application form is received.| Quite a 
number of “lapses” occur at this stage—in one large 
Company in this country 13 per cent., in another in America 
nearly 20 per cent., of the total—wtthowl any pecuniary loss 
at all to the insured person who neglects or refuses to pay 
even the first week’s premium. A vast number of those who 
have applied pay for a few weeks only and then desist. This 
is specially the case with regard to policies on infants and 
young children, which make up a considerable proportion of 
each year’s new business. These two classes of lapses are 
accounted for, in no small degree, by “ foreed business,” in 
which the over-zealous agent, pressed to keep up his “ debit ” 
or “ book,” persuades people who are not realy likely to 
pay even the smallest premium continuouslly—even, in 
some cases advancing the premiums out of his own 
pocket. 

The proportion of lapses declines steadily the longer the 
policies have been in foree. The Manager of the Prudential 
Insurance Company told the House of Lords in 1890 that 
about one-third of the policies on infants lapse within the 
first year—which seems an _ under-estimate—whilst of 
policies ten years in force not 5 per cent. lapse.t In certain 
representative offices that have been investigated it seems 
that out of every 100 policies on lives less than five years at 
entry, 73 will have lapsed before a year has expired, 12 more 
before the end of the second year, 4 more before the end of 

* It has been urged that the illustration is unfair, because, although 
no claim has been made, every policyholder has received the advantage 
of being insured, so that (as with fire insurance) he has had some value 
even if the contingency insured against has not happened. But this 
is no answer to the objection that the method of insurance, where a 
lapse occurs, fails to secure for the community the provision of burial 
money. Moreover, in a large number of the lapses there has n, in 
fact, no temporary insurance at all—nothing being payable on a large 
proportion of the policies where death occurs within three months. 

¢ The Collecting Societies, on the other hand, require the payment 
of one week's contribution before ““ membership ™ is entered. 
¢t House of Lords Committee on Child Assurance Bill, 1890, Q. 2940. 
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the third, 2 more before the end of the fourth, and 1 more 
before the end of the fifth—leaving only 8 out of the 100 
still in force. But lapsing is, of course, not confined to 
policies on lives under five years of age. We estimate that, 
of policies taken out on the lives of adults, something like 
84 per cent. lapse within the first five years, leaving only 
about 16 per cent. in force ; and, of course, not all even of 
these will be continued to the point when a claim can be 
made. It may, indeed, be inferred, from the information 
available with regard to the United States as well as to this 
country, that something like two-thirds of all the lapses 
occur within the first year, and nine-tenths of them within 
five years of entry; that the lapse-rate is highest during the 
first three months of a policy ; that at all periods the propor- 
tion of lapses is greatest with regard to policies on the lives 
of infants, and is less as the age on entry rises ; and that it is 
throughout relatively greatest on the policies for small 
amounts.* The “ hard cases” of which we so often hear 
of policyholders paying in for many years, so that they are 
many pounds out of pocket, and then finally losing all by 
letting their policies lapse, without being able to get any 
equitable equivalent in a free policy or other form of 
surrender value, occur only in an infinitesimal number of 
instances. When they do occur the policyholder has, at 
any rate, had the benefit of prolonged insurance. 

Thus the evils of lapsing may be divided into two classes. 
In the first, which is from the point of view of the community 
by far the graver of the two, and which includes the vast 
majority of the cases, the evil is that the very plan of insur- 
ance fails to secure the burial money (the actual pecuniary 
loss to each individual being small, whatever may be the 
adverse effect on character), owing to the inability, neglect, 
or refusal to make more than a few payments. In the second 
class, which appeals most to the popular imagination, a 
relatively infinitesimal number of policyholders lose a con- 
siderable sum each, having paid in continuously for many 
years, during which they have at least had the benefit of 
insurance, with more or less compensation, when the policy 
nevertheless comes to an end by lapsing, in the form of a 
free policy for a diminished amount. 

It is, of course, usually forgotten that in both classes 
the policyholder who lets his policy lapse has nevertheless 
often had something for his money. Except in the con- 
siderable number of cases in which he refuses to take up 
the policy by paying the first premium, and (a very impor- 
tant addition) in those in which the lapse occurs before coming 
into benefit, he has had insurance from the date of the pro- 
posal, so long as he continued to pay the premiums, and 
during the period of grace allowed in practice after they had 
ceased, up to the date on which the policy was formally 
lapsed. It is difficult to calculate how much this brief 
contemporary insurance may be taken to be worth in cash, 
but regarded only as a term insurance—we must not forget 
that in many of the lapses it does not exist at allt—it repre- 
sents a small proportion of the weekly pence collected. 

On the other hand, those who lay stress on the “ term 
insurance ” thus enjoyed, even if death does not occur— 
those who remind us that we do not complain of loss of our 





* See the striking paper ‘‘ On the valuation of Whole-Life Industrial 
Assurances, with Allowances for Lapses,” by Thomas G. Ackland, 
F.1.A., and James Bacon, F.1I.A., in Journal of Institute of Actuaries, 
October, 1904 (vol. 38, p. 539); also “‘ The Effect of Using the Lapse 
Element in Calculating Premiums and Reserves,” by A. Hunter, A.L.A., 
ibid., 1902 (vol. 36, p. 51, etc.). 

+ The period at which the insured comes into benefit has, within the 
last decade, generally been reduced. Some years ago only a few 
offices allowed full benefit under a year. Now the most common prac- 
tice (with regard to insurers over 10 years of age) is to allow “* Quarter 
Benefit ” if death occurs within three months, “ Half Benefit” if 
between three and six months, and “ Full Benefit ’ after six months 
(Prudential, Pearl, Refuge, Britannic, London and Manchester, Royal 
Liver, British Legal and United Provident, Salvation Army, Blackburn 
Philanthropic Burial, etc.). With regard to children’s policies the usual 
practice is to pay nothing if the death occurs within the first three months. 
There is still no insurance during the first three months, even for adults, 
in the Royal London, Royal Co-operative, Aberdeen and Northern, and 
Wesleyan and General (except that the latter, and some other offices, 
pay the full amount insured if death occurs immediately from accident, 
apoplexy, small-pox, cholera, enteric, or scarlet fever, etc.). 


fire insurance premium because no fire has occurred to enable 
us to make a claim—often fail to realise that Life Assurance 
differs essentially from fire, marine, and accident insurance 
in the fact that the contingency contemplated occurs in 
every case at some date or other ; whereas to any particular 
person accidents, shipwrecks, and fires may quite well 
never occur. At the end of the year the insurer against 
accident, fire, or shipwreck has had full value for his premium 
even if the contingency has not happened. Not so the holder 
of a life policy. At the expiration of each term the con- 
tingency against which it was desired to insure is still 
impending, and not only certain to occur, but actually more 
imminent than before. Unlike a discontinuance of fire, 
marine, or accident insurance, a lapse in Life Assurance 
represents both an individual loss and a social failure. 

It is, however, true that, as we have mentioned, in many 
of the cases of lapse, particularly those in which the indi- 
vidual loss appears greatest, the policyholder now obtains, 
in return for the surrender of his original policy, either a 
“free” policy involving no further payment of premium, 
or, quite exceptionally, a cash payment by way of “ surren- 
der value.” We gather that it formed no part of the original 
plan to concede either free policies or cash surrender values. 
Gradually, however, more liberal arrangements were made, 
and though we do not understand that any Industrial 
Insurance offices offer to their policyholders anything 
like as good terms for surrenders as the “ ordinary ” Insurance 
offices do, the newest Industrial policies contain certain pro- 
visions of this nature. But as this is refused in the United 
Kingdom until the policy has been in force five years, it avails 
nothing to nine-tenths of the lapses.* No surrender value will, 
except under special circumstances, as a matter of favour, 
be paid in cash, though this is commonly done in the 
United States. What is given after five years is a free 
policy for a greatly reduced amount, involving no further 
payment of premium. Of such free policics, which the 
Prudential began to issue in 1880, over 100,000 are now 
issued annually, about half that number become claims 
each year, and there are now in force upwards of two millions. 
In the United States all the principal offices give free policies, 
and at least one and a half million are now in force. It 
should be added, moreover, that the Prudential and other 
offices not infrequently make “ grants of grace ”’ of ten shil- 
lings or so in cases where policies have lapsed, if the case 
appears to be one of special hardship or suffering. More- 
over, it is not unknown for Industrial offices, in cases of 
special hardship, to pay on policies that have been lapsed— 
there are cases in which this has been done on deaths occur- 
ring three and even four months after the liability has 
ceased—with a generosity that is believed to be rewarded 
by its value as an advertisement. 

It has been suggested that if the concession of an adequate 
surrender value—preferably in the form of a fully paid-up 
policy, not assignable or saleable except under special 
circumstances—were made universal for all policies of three 
years’ standing, the usual waiting period under ordinary 
life policies (as is actually done for Industrial policies by 
the great Metropolitan Life Insurance Company of America), 
the second of the evils of lapsing would be to a consider- 
able extent obviated. No policyholder would then forfeit 
any considerable sum. It must, however, be noted that 
such a plan does nothing to obviate the first and most 
important harm of lapsing—that suffered by the community 
in the failure to secure the burial money (seeing that the 
amount of the free policy would practically never be enough 
to cover the funeral expenses), and in the discouragement 
of thrift. It would do little to remove the policyholder’s 
discontent, as the incomprehensible smallness of the amount 
of the surrender value is always a source of disappointment 





* It is one of the incidental advantages of avoiding the heavy initial 
expenses of a policy that are involved in the present agency system that 
a surrender value or free policy can be conceded at a much earlier date. 
Thus, in the alternative systems to be described in a subsequent chapter, 
the Massachusetts Saving Bank plan permits it for all policies over six 
months old ; and the German Volksfiirsorge Company grants it appa- 
rently after some such brief period. 
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and resentment.* Nor would such a requirement be worth 
imposing. Taking the average policy to be for £10, at a 
premium of twopence per week, the premiums paid during 
three years would amount only to twenty-six shillings. 
We estimate that, in four cases out of five, the total premiums 
paid to the date of lapsing would be less—usually far less— 
than this sum. On the most liberal calculation, even allow- 
ing nothing for initial expenses, the surrender value of such 
a policy could not exceed a few shillings, and the fully paid- 
up policy which might conceivably be granted would fall 
considerably short of one pound payable at death. To 
avoid the trouble and consequent cost of policies for small 
amounts, it is usual for offices to refuse to issue any fully 
paid-up policies for less than ten shillings. 


(d) What Causes Lapsing. 

It seems as if by far the largest proportion of lapses 
are due to the carelessness, indifference, or failing interest 
of the person insured. The policyholder, who has perhaps 
merely succumbed to a persuasive agent, does not care 
sufficiently for insurance to forgo the pleasure of some alter- 
native expenditure of the pennies. In a large number 
of cases the lapse is plainly a consequence of acute poverty.t 
With a husband sick or out of work, the wife’s last pennies 
have gone in rent and food, and there is absolutely nothing 
for the “ insurance man.” Many are lost by sudden removal 
to other districts—we never realise what an enormous 

roportion of the wage-earning millions habitually abide 
ie than a year in any one place—without remembering 
or troubling to report the new address, which the agent 
fails to discover.t Others occur through emigration to 
the United States or the Colonies, where the British offices 
have no agencies. Other lapses are deliberate, owing to a 
change of circumstances or a reconsideration of the bargain, 
when it is decided—often quite accurately—that a con- 
tinuance of the premiums would involve a heavier burden 
than the prospective value of the sum insured. A dis- 
tinctly noticeable cause of lapsing is simply that the agent 
for some reason neglects to call, sometimes for weeks 
together—a not infrequent failure where the business is 
spread over a wide area, when the premium is trifling and 
the residence a long way out of his regular beat. Many 
other lapses, it is to be feared, are due to “ twisting the 
oft-condemned practice of the less scrupulous among the 
agents of persuading persons insured in one company or 
society to let their policies lapse, in order to take out new 
ones in the company or society which the agent represents. 


(e) Who Profits by Lapses ? 


It is clear that an agent who “ twists” a policy profits 
by the lapse that he causes, because he gains the com- 
mission on “ new business,’ which varies from ten to twenty 
weeks’ premium on the new policy that he has, so to speak, 
stolen. The other agent has lost, but lost only the much 
smaller collecting commission on the continuing premiums. 
If the matter stopped there, it would clearly pay the whole 
body of agents, in the aggregate, to make a practice of 
“twisting,” and, by means of a general encouragement of 
lapsing, habitually to convert each other’s existing policies 
into “ new business”! Against such possibilities the offices 
adopt, in one form or another, the plan of the “ book ” or 
the “ debit ’—that is, of requiring the agent to maintain 





* We have received innumerable complaints of the smaliness of the 
sum allowed. Few Industrial policyholders realise that the sum assured 
affords little guide to the surrender value ; and that such surrender value 
can never be more than a fraction of the premiums. 

7 “If the agent gets amongst the inferior classes—the submerged 
tenth—who are only casually employed and are therefore the very first 
tosuffer when any distress arises . . . he will have . . . prospects only 
of lapses * (Essentials to Success, by J. Redman Ormerod, 1906, p. 48). 

¢ The Prudential (and we assume also the other large oilices) have 
an elaborate system of “ transfers,” by which, when it is known to 
what new address the policyholder has removed, the collection is passed 
on to the local agent. It is alleged that, under the system of paying a 

h commission for new business, it is not really to the interest of the 
agent in the new district to look after these removals promptly. It 
pays him better to let them fall into arrear and lapse, and then to 
canvass them as new business. 


his total of policies in force, and of paying the commission 
for new business only on the amount by which it is increased. 

The popular belief is, however, that it is the companies 
and societies themselves that profit by the lapses. It is 
often said that the companies “ live on their lapses,” meaning 
that these are the source of their large profits. This is a 
popular fallacy which it is important to expose. There is 
a sense in which every life assurance office may be said to 
lose on some policies (those in which the death claim has 
to be paid earlier than was calculated for), and to gain on 
others (those in which premiums continue to be paid for 
a longer period than was anticipated). It seems, at first 
sight, as if the offices must therefore gain most on the policies 
on which they never have to pay at all ! 

On the other hand, the companies point out, with some 
justice, that not until a certain number of premiums have 
been paid on a policy are they reimbursed the actual expendi- 
ture that they have had to incur upon it. Each policy 
that is issued costs the office no inconsiderable amount 
of clerical and other labour. The agent is credited, as 
remuneration for getting any increase, with from ten to 
twenty times the amount of the weekly premium. After 
possibly an initial period of a few weeks or months, during 
all the time that the policy remains in force it involves the 
risk of having to pay the sum insured, for which it must 
accordingly be debited. From every premium there has to 
be deducted the agent’s collecting commission, varying from 
12} to 25 per cent. It is commonly said that not for two 
or even three years from the issue of a policy has an 
Industrial Insurance office any funds available from the 
receipts on that policy which it can begin to invest in order 
to be prepared to meet the claim at death or maturity. It 
is accordingly argued, with much apparent force, that at 
least all those policies that lapse within the first year—and 
this represents from 50 to 75 per cent. of all the lapses— 
involve the Company actually in loss. It has been estimated 
on these lines that, in the case of the Prudential, the office 
loses on 83 per cent. of the lapses, neither gains nor loses 
on 8 per cent., and probably gains on the 9 per cent. that 
occur after four or five years’ premiums have been paid. 

The case may, however, be put in another way. It is 
inaccurate and unfair, and, indeed, contrary to the very 
nature of insurance, to consider by themselves either the 
policies which eventually lapse or those which are eventually 
paid on death or maturity. Every policy issued, whether 
destined to lapse or eventually to become a claim, must, for 
purposes of accounting, be treated at the outset in the same 
way as any other policy of the same class, and is, in fact, so 
treated. All the policies must be regarded as existing for 
the average term of the whole. Thus each policy, however 
brief may prove to be its actual existence, must at the 
outset be deemed to represent a premium income receivable 
for the whole of the average term of all the policies, and to 
the net amount of this (deducting the cost of collection 
and proportionate share of the necessary annual standing 
charges of the office) a present capital value can be assigned. 
On the other side of the account must be placed the various 
outlays which the office must, from first to last, incur in 
respect of its policies. Here, again, we must have regard 
to the average experience of the whole lot. Such outlays 
therefore include in all cases (i.) the initial cost of issuing the 
policy, together with the commission allowed to the agent 
for new business, and (ii.) the total amount actually paid 
on death or maturity, taken as an average of all the policies 
issued. It is the present value of these two items, taking 
the average term of all the policies and the actual sums paid 
in claims, that must be compared with the present value of 
the net premium income of all the policies. It is evident 
that, on this method of statement, it is inaccurate to say 
that any particular policies involve a loss to the office. 
The profits of the business (in all but the newest offices, 
where the proportion of initial expenses is heavy) are very 
large ; these profits are made on the aggregate of policies 
issued, which, at the moment of issue, are all alike; and 
each policy that is issued must be deemed to be certain to 
contribute the average as its share thereof. That this is, 
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in fact, the calculation on which the Industrial offices 
habitually act, whatever they may say in argument, is 
shown by their strenuous efforts to increase to its maximum 
the number of policies in force, irrespective of the propor- 
tion of them that are likely to lapse. Every piece of new 
business that is good enough to be entered into is deemed— 
and rightly deemed—of value. Of course, if the offices 
could distinguish the policies that are destined prematurely 
to lapse, they would refuse to accept these proposals. But 
this they cannot do. Accordingly, it is by the “ increase ”— 
not necessarily the amount of new business, but the growth 
in the total number of policies in force—that an Industrial 
office measures its success, without any qualification being 
added as to the proportion of each batch of recruits who 
may be expected to fall out by the way. 

This leads to the further consideration that lapses are 
very bad advertisements, if not for the particular office 
concerned with any one case, at any rate for Industrial 
Insurance as a whole. Every case of lapsing operates to 
discourage the whole street from insuring. It increases the 
agent’s work in persuading others to insure. For this 
** new reason alone all the offices, in their intense desire for 
business,” would greatly prefer that lapses should not occur. 

The question may be asked whether the offices would, 
on the Industrial Insurance policies in force or now being 
issued, benefit more by their being allowed to lapse (with- 
out any free policies or cash surrender values being given 
in exchange), or by their being regularly continued until 
death or maturity. To put it in other words, would it 
directly increase the profits of an Industrial Insurance 
office—leaving out of account any possible result on the 
popularity of the office or of Industrial Insurance generally— 
if the present proportion of lapses increased ? The answer 
seems to depend on whether or not the change in the pro- 
portion of lapses involved (or was accompanied by) any 
diminution in the amount of new business, and thus in the 
total number of policies in force. If an Industrial Insurance 
office could have the same number of policies and the same 
annual increase, with a lower lapse-rate, it would undoubtedly 
gain by such reduction in the lapse-rate. Provided that 
the number of policies and the annual increase remained the 
same, a diminished lapse-rate would mean a prolongation 
of the average term of the whole mass of the policies, and 
consequently a rise in the present value of the net premium 
income to be received. On the other hand, it would mean 
also a rise in only part of the average outlay on each policy— 
namely, that in respect of payments for claims. Let us 
push the matter to the extreme. Suppose that the lapse- 
rate in the first week were 100 per cent.—that, indeed, 
every policy lapsed before even the first premium was paid. 
It is true that the office would escape all claims whatever 
(though not the initial expenses of the policies), but it would 
at the same time lose the whole of its premium income, and 
would therefore make a net loss. Suppose, now, that all 
the policies lapsed not at once, but at some time within the 
first year, except those few on which claims were paid on 
death before lapsing. The company would, as compared 
with the previous case, be better off by all the net premiums 
received, at the cost of paying the few death claims. On 
the hypothesis that the current receipts in premiums always 
exceed the current death claims, it follows that every exten- 
sion of the average term of all the policies in foree—and 
this would be the result of every fall in the lapse-rate— 
means increased gross profits for the company. It seems 
that, on the present plan of level premiums and heavy 
initial expenses on new business, any reduction of the average 
life of all the policies involves a diminution of profit, even 
if such reduction be brought about by lapses bringing with 
them a release from the obligation of paying claims. 

There is, accordingly, no reason to doubt the sincerity or 
the accuracy of the Industrial offices when they represent 
that lapses, taken as a whole, are detrimental to their 
profits; that any reduction in the lapse-rate would, other 
things being equal, be to their financial advantage ; and that, 
consequently, great efforts are always made to avoid policies 
likely to lapse, and to prevent lapses. 


This, however, whilst it disposes of the popular fallacy, 
does not exhaust the question. Though the Industria] 
Offices would prefer to get new business without lapses, 
they continue to make the most energetic efforts to get 
new business, to the enormous extent of ten million new 
policies a year, because it pays them to do so, even at the 
clearly foreseen cost of a huge lapse-rate. The fact is that 
the Industrial offices depend for their profits, and the 
agents for their commission, on the magnitude of their 
business, which is maintained, as we have seen, only by a 
gigantic annual recruiting. They have found no way, either 
in the United Kingdom or in the United States, of keeping 
up this gigantic annual recruiting except by sweeping into 
their net all sorts and conditions of men, women, and children, 
the majority of whom will—as the Industrial offices can 
foresee, though the cases cannot at the outset be distin- 
guished—certainly let their policies lapse. Speaking gener- 
ally, a high lapse-rate is found to be inseparable from a 
high rate of increase. Accordingly every head office thinks 
highly of an agent who continuously increases the total of 
his “ book” or his “ debit” year after year, even if the 
continuous stream of new business which he introduces 
includes a large proportion of lapses. So long as any net 
increase in the total of policies in force is continuously 
secured year after year, the office will not desist from 
pressing for it even if the last hundred policies each year 
are obtained only at the cost of seventy-five of them promptly 
lapsing. On the other hand, the agent who enrols hardly 
any but “ stayers,” and therefore makes but few recruits, 
and fails accordingly to increase continuously year after 
year the total of his book or debit, knows how severely 
he will be judged, even if his lapse-rate is next to 
nothing. 

An Industrial office will (apart from the expenses that are 
proportionate to the number of policies) make out of a thousand 
policies secured by the energetic and “ resourceful ” agent, 
of which five hundred Japse within the year (making an 
aggregate always in force of, say, 750), much more profit 
than out of five hundred enrolled by a more scrupulous and 
less persuasive canvasser, of which only two hundred lapse 
in the same time (making an aggregate always in force of, 
say, four hundred). The office naturally prefers the lapse- 
rate of 50 per cent. on the thousand policies to the lapse-rate 
of 40 per cent. on the five hundred, even at the cost of paying 
for twice as much new business. 

That what is essential is the continued net increase in the 
number of policies for the time being in force we may see 
when we take into account the factor of age, and therefore 
of the rate of mortality to be expected. After 13 years of 
age the rate of mortality rises year by year. The experience 
of “ ordinary ”’ insurance, concerned principally with persons 
over 13 years of age, is emphatic about the need for providing 
not only for the claims due to the deaths within the current 
year, but also an invested fund to meet the increased claims 
to be looked for as the average age of all the policyholders 
goes up, or may at any moment start to goup. The uniform 
rate of premium throughout life must therefore be, wherever 
insurance is optional, during the earlier years in excess of what 
is required to meet current outlays, in order that a fund may 
be accumulated for the later years. Industrial insurance, 
if it is to be sound, has equally to meet this requirement. 
But Industrial Insurance policies are largely on the lives of 
children. Now from birth to 13 the rate of mortality actually 
decreases, at first with great rapidity. It follows that, so 
far as their policies are on children still under the age of 
13, with sums payable adjusted to the age at death, and few 
of them likely to be continued in force for many years, 
Industrial Insurance companies need accumulate no invested 
fund at all. It suffices if each year’s premiums are enough 
to meet cach year’s expenses and claims. In effect, their 
child insurance is, up to the age of 18, nothing but a series of 
weekly term insurances. The formal joint opinion of four 
leading actuaries, submitted by the Manager of the Pruden- 
tial Insurance Company to the House of Lords in 1890, was 
that “no reserve is needed for the liability under children's 
assurances; the weekly premiums provide for the week's 
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claims and expenses, and if there be any surplus after these 
latter have been paid, such surplus is profit.’’* 

We do not forget that account has to be taken of the 
possibility of selection in lapses. It is commonly assumed 
in the arguments of the companies that there is a selection 
adverse to the office. It is said to be, on the whole, the 
policyholder in robust health and in the prime of life who 
lets his policy lapse, whilst those who are ill or aged manage 
to keep insured, to the Company’s loss in death claims: 
The extent to which any such adverse selection prevails can 
hardly be computed. But in the majority of cases lapsing 
occurs less from calculation than from carelessness or 
indifference, extreme poverty or neglect. The net effect of 
selection in lapses, in fact, may be quite the other way. The 
majority of the lapses, even where not actually due to 
extreme want, admittedly occur among the most shiftless, 
the most casually employed, perhaps also among the least 
rigidly temperate of the labouring population. But it is 
just among those that the average mortality is highest, alike 
among adults, among children, and especially among infants. 
Moreover, all statistics indicate that the lapse-rate is greater 
among policies on the lives of children under 5 than among 
those on adults, and the lapse-rate among policies on the 
youngest infants greater than among older children. As 
it is exactly among the youngest infants and among children 
under 5, not among the adults or the middle-aged, that 
the rate of mortality is highest, this demonstrated selection, 
by which exactly that class among the policyholders which 
is subject to the greatest mortality is always being weeded 
out by lapses more rapidly than any other class—and often 
so soon after entry into insurance that many of the deaths that 
occur before lapsing involve no payments of death claims, or 
only the return of the premiums or payment of reduced 
sums—must accordingly be exceedingly favourable to the 
offices. The proportion of lapses is greater in policies for 
small amounts, presumably among the poorer sections of 
the population, than in those for larger sums ; it is greatest 
in policies on the lives of infants and diminishes as the age 
at entry rises; it is greatest, finally, within the first few 
months of the policies. It follows that it is greatest just 
when the rate of mortality is relatively high, and just when 
the proportion of claims to deaths is at its lowest. The 
inference seems to be that, although the Industrial offices 
are doubtless right in arguing that it would pay them better 
if all policies were continued until death or maturity, the 
fact that the rate of lapsing is greatest just among the lives 
having the heaviest mortality-rate, and, among these, 
also greatest during the period when the offices have 
often little or nothing to pay at death, may well turn 
the balance, as regards selection by lapsing, decidedly in 
their favour. 

The conclusion must be that, whilst it is a fallacy to 
suppose that the Industrial Insurance offices actually profit 
by lapses, or have any motive for encouraging them—whilst 
it is true, on the contrary, that it would actually increase 
their profits if the lapse-rate could be reduced consistently 
with an undiminished continuous increase in the number of 
policies in foree—yet the very system of personal canvassing 
and incessant persuasion upon which Industrial Insurance is 
conducted, together with the continual “ drive ” to get the 
millions of new policies issued every year, necessarily involves 
a high percentage of lapses, and that the system of securing 
continuous increases, even at the cost of numerous lapses 
(this being found to be an unavoidable accompaniment), is 
demonstrably highly profitable to all the larger offices, and 
is deliberately encouraged by them. 





° House of Lords Committee on Child Life Assurance Bill, 1890, 
Q. 2945. The opinion continues: “ and as the amount of this profit 
increases with the number of the assurances, it is to the interest of the 
company that policies should not lapse.” It would have been more 
a accurate if the concluding words had been “ that the aggregate 
> policies in force should be maintained at the highest possible point.” 
he conceivably be that a larger volume of insurances in force could 
- — — maintained by incessant recruiting involving a multitude 
~d apes than by a system which aimed at a low lapse-rate in such a 

ay as to restrict the recruiting. This is, in fact, the position. 


CHAPTER VIII. 
Tue Excessive Cost. 


Apart from the prevalence of lapsing, the outstanding fact 
about Industrial Insurance, about which most of the com- 
plaints centre, is its excessive cost as compared with 
“ ordinary ” Life Insurance. 1t is commonly said that, out 
of every pound paid in premiums, only eleven or twelve 
shillings is returned in benefits, the rest being swallowed up 
by officials and shareholders. 

The following table gives the official statistics for 1913 in 
a convenient form : 





Ordinary. Industrial. 
£ £ 
Premiums received 30,396,899 16,690,937 
£ £ 
Commission gaa 1,585,553 4,158,449 
Expenses ... eee eee eee 2,376,221 3,171,556 
Total cost of Management... 3,961,774 7,330,005 


The total cost of Management was composed of : 

Commission o ove 40 per cent. 57 per cent. 

Expenses ... a we ou  « « 

The sum collected in Premiums was accompanied by an 
outlay of : 





Commission 52per cent. 249 per cent. 
Expenses ... aia — 76 « je 19°0 ,, oi 
Together... oo BO we 43°9 55 » 
For every £1,000,000 spent in Management there was col- 
lected in— £ £ 
Premiums sa on 7,674,000 2,277,000 
During the year there was paidin— & £ 
Claims oe nee eee 23,501,983 6,844,823 
Management eee ene ove 3,961,774 7,330,005 
Together eee eee 27,463,757 14,174,828 


So that the sum paid in Claims and Management was com- 


posed of : 
Claims __... ose eee 86 per cent. 48 per cent. 
Management eee eee 14 ” ” 52 ” ” 


“The foregoing analysis discloses startling differences 
between the two sections : 

“1, Commission, or cost of collection, accounts for 57 per 
cent. of the total cost of management in Industrial offices, 
as compared with 40 per cent. in Ordinary companies ; 
while expenses, or cost of administration, account for 43 per 
cent. in the former, as against 60 per cent. in the latter. 

“2. The total cost of management in Industrial offices is 
rather more than three times (in proportion to premium 
income) what it is in Ordinary companies; or, expressed 
in different terms : 

“3. For a given sum spent in management the amount of 
premiums collected is more than three times as great in 
Ordinary as in Industrial offices. 

«4, Out of any given sum expended in settlement of claims 
and in cost of management, Industrial offices distribute 
38 per cent. less in claims (direct benefits of Life Assurance) 
because they require to spend 88 per cent. more in defraying 
the cost of management than do Ordinary companies.” * 

Such a comparison brings home to us the high cost at 
which the wage-earners buy this particular sort of Life 
Insurance, and the huge sum of seven millions for agency 
and management expenses—year after year habitually in 
excess of the sums received during the same year by the 
beneficiaries—will have to be subsequently referred to. 
Whether we take the ratio of benefits to income, or the 
ratio of expenses to premiums, the poor man seems to be 
getting only three-quarters of what the middle and upper 
classes get. But the inference frequently drawn from these 
statistics that the Industrial policyholder is being defrauded 
is not warranted. : 

Thus it is clear that, whilst the ratio of expenses (com- 
mission and management) to premium income is in all 
Industrial companies and societies very large, averaging 
43-9 per cent., or 8s. 7d. out of every pound, there is no 
analogous business with which to compare it. No other 
organisation has to make personal visits every week on six 





* First Aid to Life Assurance, 1914, by W. M. Monilaws, A.LA., 
8 Carlton Terrace, Edinburgh, price 2s. (73 pp.). 
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or seven million households in order to collect perhaps 
two thousand million separate premiums in the twelve 
months. The “ordinary” insurance business, with its 
average of 13 per cent. for expenses, is comparable only in 
order to show how much more cheaply the middle and upper 
classes (who are able to pay their premiums annually, and to 
send them punctually to the office) can obtain their Life 
Assurance than the weekly wage-earners (who have been 
induced to adopt a system involving a very costly method 
of collection).* Even among the wage-carners the ordinary 
Friendly Socicties and Trade Unionst expect their members 
to bring their own contributions. The Post Office simply 
waits to receive its premiums, which have to be handed in 
once a year or once a quarter. 

Nor can we learn anything of use on this point from the 
variations among the different Industrial offices, in some of 
which the ratio of expenses rises to 60 and even 70 per cent. 
But this merely indicates that the proportion of “ new 
business ” is greater in some offices than in others. When 
the Australian Mutual Provident Society, an office of the 
highest class, first started its Industrial Branch, its ratio of 
expenses to premiums was, in 1905, 198 per cent. ; in 1906, 
127 per cent. ; and 1907, 89 per cent. In 1913 it was only 
40 per cent. 

Similarly, to compare the “claims paid” with the 
premiums for any particular year is particularly misleading 
in the case of Industrial Insurance, which, taken as a whole, 
is increasing by leaps and bounds, and therefore necessarily 
has an exceptional proportion of policies of recent date, 
among which death claims would be relatively few. 

The handling of 40 millions of Industrial Insurance 
policies, averaging about £10 each, must necessarily involve 
a heavier ratio of expenses to premium than the handling 
of three millions of “ ordinary” policies averaging £280 
each. It must cost a great deal more to receive seventeen 
million pounds in no fewer than two thousand million minute 
payments, mainly in coppers, than thirty million pounds in 
something like forty or fifty million much larger payments, 
mainly in cheques.{ 

Regarding the whole insurance business in this way, as 
practically one for the issuing and paying of a considerable 
number of separate policies, and for the receipt of a large 
number of separate sums of money in premiums, the com- 
parison may, indeed, be turned to the advantage of the 
Industrial over the “ordinary” branch. The issue of 
nine or ten millions of new policies, the payment of some 
seven hundred thousand claims, and the collection of over 
two thousand million separate sums annually cost the 
whole body of Industrial policyholders in the United King- 
dom, for expenses of management and commissions, a little 
over one penny for each transaction; whereas the issue 
of a couple of hundred thousand new policies, the payment 
of a hundred thousand claims, and the receipt of forty or 
fifty million separate payments on account of premiums 
cost the “ ordinary ” policyholders, for the same items of 
expense, much more than a shilling for each transaction. 
It is true that, notwithstanding the heavy charge per 
transaction, the holder of an “ ordinary ” life policy makes 
a much better bargain than the Industrial policyholder. 
It may well be impossible for the eight-score offices doing 
“ordinary ” business in the United Kingdom to handle 
their forty or fifty million transactions at quite as low a 





* We may observe that the cost of Industrial Insurance may fairly 
be described as excessive without any suggestion of fraud, or even of 
overcharge. If an artisan chose to go to his work every morning in a 
“taxi,” the cost might properly be called excessive, even if the vehicle 
had the most accurate of taximeters and the most honest of drivers ; 
and none the less if a tramway lay along the route, though tramcars and 
“ taxis ’’ are not exactly comparable. 

7 Alone among Trade Unions the Cotton Weavers Association 
employs collectors to call on the members for their weekly dues. 

} It is not clear why the offices, taken as a whole, should earn less 
interest on their Industrial Insurance funds than on their Ordinary 
branch funds. In 1890-4, when the latter made an average of over 
4 per cent., the former earned only 3}. During the years 1909-13 


when the greatly increased Ordinary branch earned an average of 
3°8 per cent., those of the Industrial branch yielded only 3°5 per cent. 
The difference is still a quarter per cent. against the Industrial branch 


rate per transaction as that at which the three or four score 
Industrial offices, great and small, handle their two thousand 
million transactions. But why should the cost per trans- 
action be twenty times as great? There seems ground, 
indeed, after studying the Industrial offices, for asking why 
the “ordinary” companies should spend more than a 
million and a half in commission and nearly two and a half 
millions in management for their relatively small number of 
policies and claims.* 

Complaint is often made of the large dividends drawn 
by shareholders in Industrial Insurance companies; and, 
indeed, a sum now approaching a million sterling is annually 
paid in this way.t We shall consider later the claims of 
these shareholders to a continuance of this large income. 
But we must here point out that it cannot be said to stand 
for more than a minute fraction of any loading of the pre- 
miums. If the Prudential shareholders received nothing 
at all, it would not enable the penny weekly premium to be 
reduced by as much as one-twenticth of a penny. The 
shareholders’ dividends in the other offices, great as they 
often are in proportion to the capital invested, amount to 
an equally minute proportion of the premiums. 

It is plain that the immense profit obtained by those who 
established the Prudential induced a number of other 
people to start rival offices, avowedly not from any desire 
to benefit the community, but with the same sort of motive 
that induces the opening of a factory or a bank, the desire 
for pecuniary gain. The end was attained in some cases 
by the formation of joint-stock companies (such as the 
British Legal—now the British Legal and United Provident 
—in 1863, the Pearl and the Refuge in 1864, the British 
Workman and General—now the Britannic—in 1866, the 
London and Manchester in 1869), in direct imitation of the 
Prudential, in which the shares were held by little groups 
of those interested in the management. Relatively enor- 
mous profits have been obtained in this way. It needs 
to be noticed—though it is, of course, absurd to ascribe 
to this cause the costliness of Industrial Insurance—that 
pecuniary profit can be made out of the system even with- 
out shareholders’ dividends. It was soon seen that the 
desired end could be attained by the establishment of Mutual 
companies or Collecting Friendly Societies, in which the 
founders managed to secure to themselves the executive 
offices and the dominant control, and from which they have 
continued to draw salaries, allowances, fees, and commissions 
on a liberal scale. The amount of these incomes of managers, 
secretaries, actuaries, and directors, isnot commonly known, 
but in some cases it is very considerable. We do not, 
however, suggest that there is in this country any such 
post in the Industrial Insurance world as that of the Presi- 
dent of the great “‘ Mutual” corporation of the United 
States, the Metropolitan Life Assurance Company, of 
which the salary is 95,000 dollars a year (£19,500).[ Nor 
can it be supposed that even an unnecessary liberality 
in the scale of these salaries involves an expenditure 
represented by more than an infinitesimal fraction of the 
premium.§ 





* In what we are told is a considerable number of cases the individual 
policyholder succeeds in insisting on himself getting the commission, 
as a sort of discount from the advertised premium. 

+ In one case the profit is taken by a philanthropic body. The Sal- 
vation Army, which in 1891 obtained the right to carry on Life Insurance 
business by taking over the empty shell of the Methodist and General 
Assurance Society, Limited (established 1867), when all the existing 
policies and funds of the latter were transferred to another office, 
receives the net profits of that Society, which has built up an entirely 
new business, mainly among Salvation Army adherents. The name 
was changed in 1904 to that of the Salvation Army Assurance Society, 
Limited, and it has now over 1,600 superintendents and agents, mostly 
engaged in Salvation Army work. 

t The eight principal officers of this “‘ Mutual” company draw 
salaries amounting together to £73,000. It may be added that the 
Insurance Law of the State of Wisconsin now puts a limit to the salary 
of an officer of a Mutual company doing business in that State of 
£5,000, unless the policyholders expressly vote a larger amount. 

§ It may be noted that there is a stamp duty of a penny on each 
policy, yielding a revenue of some £40,000 a year. The reduction of 
the duty (by the Stamp Duties Consolidation Act of 1869) must be 
counted as one of the influences fostering the growth of Industrial 
Insurance. 
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To sum up, what is denounced as the “ excessive cost ” 


of Industrial Insurance is not caused by the vast profits 
taken by the shareholders, nor yet by the very liberal 
salaries that the principal managers in some cases allot to 
themselves, nor yet by any unduly generous treatment of 
the army of agents. Nor is it caused, as the apologists for 
Industrial Insurance often contend, otherwise than to a quite 
minor degree, by the transaction being a retail as compared 
with a wholesale business—by the smallness in amount of 
the policies and premiums, and by the latter being payable 
weekly or monthly. All these causes of expense account 
only for a fraction of the excessive costliness. This is due, 
in the main, to what we have seen to be the essential feature 
of the system—namely, the personal collection of the 
premiums at the policyholders’ own homes. 


CHAPTER IX. 
Some MEANS THAT HAVE BEEN SUGGESTED OF REDUCING 
THE CosT. 


The extreme costliness of Industrial Insurance—probably 
involving in the United Kingdom during the current year 
a total expenditure of eight millions out of a total income 
of nearly £20,000,000—has long been a matter of serious 
concern to those engaged in the business, and great and sus- 
tained efforts have been made to reduce it. The result of 
these efforts in the United Kingdom may be inferred from 
the following table : 











| Total. Total Total. | Total Total 
Year.| Premium Agency | Management | Expenses, Shareholders’ 

| Income. Commission. Expenses. | Dividends. 

| | 


Pp Per | 

















Per er | Per 
Amount. Cent. Amount. | Cent. Amount. Cent.) Amount. | Cent 

£ | £ | | £ | | £ £ 
1894 | 5,927,835 | 1,577,803| 266 | 994,927 16°8 2,572,730) 43°4 | 231,256 | 3-9 
1904 | 10,600,611 | 2,667,517 25°1 | 1,934,592  18°2 4,602,109) 43°3 | 546,005 | 5-1 
45°7 | 999,045 | 5°6 





1914 | 17,653,153 | 4,585,727 | 26°0 | Sasa a06 19°77 8,074,011 
| ! | 





Notwithstanding the considerable increase in the volume 
of business, which might have been expected to facilitate 
more economical working, the percentage of agency com- 
mission to the total premium income has only fallen from 
26°6 in 1894 to 26-0 in 1914. The management expenses, 
which in 1894 were 16°8 per cent. of the total premium 
income, increased to 19-7 per cent. in 1914, whilst the share- 
holders’ dividends, which were 3-9 per cent. in 1894, have 
risen to 56 per cent. in 1914. The result does not give 
much hope of any appreciable reduction in costliness. 
But expense might be saved, it is argued, by the general 
adoption of the “ Block System,” by a fusion of the com- 
peting societies, and by a reduction in the lapse-rate.* 


(a) The “ Block System.” 


We gather from those concerned in the industry that the 
direction in which they look for most economy to be effected 
is in the adoption of the so-called “ Block System,” or 
“concentration of debit,” under which each agent, instead 
of seeking new business wherever he can obtain it, will find 
his work circumscribed within a small geographical area, 
containing only some four to six hundred families, which 





* We may notice also a minor economy actually in use by the Dan- 
mark Company, which took up Industrial Insurance in Denmark in 1911. 
Instead of the policyholder keeping a book, in which the agent writes a 
receipt for each premium—involving much auditing of the agent’s 
accounts—the office issues to the agent, with the new policy, a card 
con: aining 52 numbered coupons, which is renewed annually. The 
agent issues one of these in exchange for each weekly premium, and 
has to produce to the office either cash or unissued coupons for the year’s 
debit. A similar system is used by the great and successful Victoria 
Company of Germany. But, however convenient such a system may be, 
the saving of cost to the offices would probably be inconsiderable. 
It has been suggested in the United Kingdom that stamps should be 
sold to the policyholders, to be put on as they chose, and handed in 
periodically—a plan adopted with no great success by the Post Office. 

he companies might issue their own stamps for the purpose ; or the 
Post Office might perform the great service for them of selling Life 
Insurance Stamps of small denominations, redeemable by the Post 
Office only when presented by Life Insurance offices. 


he alone would serve.* In this way each of the three largest 
companies, at least, hopes, as vacancies occur, gradually 
to reduce the work, and therefore the numbers, of its own 
staff of agents without diminishing its total effectiveness in 
recruiting. The possible saving to the Prudential—to be 
attained within twenty years or so—has been speculatively 
put at as high a figure as one-third of its present cost of 
agency, representing a reduction in the expense ratio of 
10 per cent. Already one-cighth of its business has been thus 
concentrated in some 1,300 “ blocks.” The other socicties, 
having much smaller total numbers of policies, would be 
unable to reduce to such an extent the geographical areas of 
their respective “ blocks,” and would be able, so long as 
they aim at each covering the whole kingdom, to effect only 
smaller economies. 

It is interesting to notice that this “ Block System” 
has long been in use in the United States, notably by the 
Prudential Insurance Company of America. The whole 
territory in which that great company does business— 
including all the more thickly peopled parts of the United 
States and Canada—is divided into 827 geographical dis- 
tricts, each under a superintendent (or, in the earlier stages 
of organisation, an agency organiser). Under him there 
are assistant superintendents (averaging half a dozen to a 
district) and from six to sixty agents (averaging 27 to a 


district). All these agents are “ full-timers,” not allowed to 
engage in any other business. There are special rules 


securing to cach agent a concentrated geographical area, so 
that the several agents operating within a district do not 
overlap on their rounds. The assistant superintendents 
have each their little sub-districts to keep under constant 
supervision. Theoretically, at any rate, no person in the 
district is “ solicited” by more than one Prudential agent. 

So, too, the Metropolitan (of America)—the great rival 
of the Prudential—has long had the “ Block System.” Its 
10,000 agents have had their “ debits” concentrated, and 
their districts are reserved for them. They now receive 
(for both the Ordinary and the Industrial Branch) a “ special 
salary,” of at least 12 to 15 dollars a week, in return for 
which they are bound to replace all lapsed policies by new 
business, getting commission only on their increases. 

Even where the “ Block System ” is carried out it only pre- 
vents the duplication of agency work within the staff of each 
company or society. There will still be what the General 
Manager of the Prudential lately referred to as “ paying 
four or five men to cover the same ground.” Each “ block ” 
will still be large enough, in fact, to afford work not to one 
only, but to half a dozen or more agents representing fiercely 
competing offices. Each agent, far from having a geographi- 
cal area proportionate to his quota of insured or insurable 
persons, will find himself having to cover a district perhaps 
half a dozen times as large as this—-will still find himself 
meeting on his unnecessarily extended rounds half a dozen 
rival agents spending their time in equally prolonged journeys. 
It is, in fact, the multiplication of competing offices, all 
running after the same business, which stands in the way of 
any considerable reduction in the agency expenses. 


(b) Fusion of Rival Offices. 

It is suggested that the competition for Industrial Insur- 
ance business in the United Kingdom of seventy or eighty 
different offices, each maintaining separate managerial and 
agency staffs, is in itself the cause of great and unnecessary 
expense to the policyholders in more than one direction. 
The great success of railways and banks in progressively 
reducing the number of separate administrations has been 





* A superintendent who rearranged his whole district on the “‘ Block 
System,” with five selected agents, wrote after four months’ trial that 
“the arrears are coming down, and, what is more important, the men 
accomplish their collecting with ease, and all have finished by Tuesday 
night. Previously they had come home each night thoroughly tired 
out and physically unable to go back again a few miles, even if there 
was business to book. Now not one of the men covers more than two 
miles. And they can get home to all their meals (which was impossible 
before), and feel quite fit to turn out again to canvass at night, which 
is the most important time for canvassing purposes” (Insurance 
Mail, May 23rd, 1914). 
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paralleled in the insurance world itself. In the United 
Kingdom alone more than three hundred insurance offices, 
large and small, in one or other branch of insurance, have 
been merged in larger offices, three-quarters of them within 
the past half-century. In 1870 there were 50 per cent. 
more ordinary Life offices in business than there are now. 

Unfortunately, as it seems to us, this tendency to amalga- 
mation appears hardly to touch the Industrial Insurance 
offices. The number of companies or societies that have 
merged in others during the whole history of Industrial 
Insurance in the United Kingdom scarcely exceeds a dozen, 
most of them quite insignificant concerns.* 

Fusion is, indeed, not easy. Under the Assurance Com- 
panies Act, 1909, it is necessary, before a Collecting Society 
can be converted into a Mutual or proprietary company, 
for an application to be made to the High Court, supported 
by the assent of 55 per cent. of the members over 16. Under 
the Friendly Societies Act, 1896, the amalgamation of two 
Collecting Friendly Societies requires the expressed consent 
of five-sixths of the members of each of them. Even if the 
necessary consents have been obtained, and the application 
is not opposed, the Court will not necessarily allow an 
amalgamation if it is not convinced that all interests are 
fully protected; and an attempt at fusion between the 
Hearts of Oak and the National Standard was in April, 
1914, defeated in this way at the very last stage. Moreover, 
the gains to be made will, we fear, continue to tempt people 
to start new offices,t as well as to hinder the fusion of those 
already at work. 

Nor is there any prospect of any one leviathan extinguish- 
ing its rivals. Even if it were admitted that, in Industrial 
as in other insurance, the larger offices are, other things 
being equal, safer, more liberal, and generally better than 
smaller concerns, the customers for Industrial policies are 
too ignorant and indifferent and the comparisons are too 
complicated for any effective choice of offices to be possible. 
Every office that puts a staff of agents into the field finds 
no difficulty in enlisting policyholders, and this whether 
the company or society be young or old, whether its terms 
are actually better or worse than those of its rivals, whether 
its conduct towards its policyholders is generous or strictly 
“businesslike.” The persuasiveness and pertinacity of the 
agent—which may be taken on an average to be the same 
in all offices—outweighs everything else. In the United 
Kingdom, for instance, the largest office (the Prudential) 
had in 1886 a premium income representing 74 per cent. 
of the total Industrial premiums, whilst in 1914 its premium 
income represented only 45 per cent. Of the aggregate 
of Industrial policies in force the Prudential had in 1886 





* Even these mostly occurred more than forty years ago. Within 
the past thirty years the only important mergers have been the London, 
Edinburgh and Glasgow in the Pearl (1910), and the United Provident 
in the British Legal and United Provident (1900). The Prudential, 
which absorbed five small offices in 1860-9, has since that decade taken 
over none. It must, however, be noted that, on the passing of the 
National Insurance Act, 1911, when the Prudential was preparing to 
take up, with great vigour, through a dependent and subordinate 
Approved Socicty organisation, the State Sickness Insurance scheme, 
no fewer than ten of its rivals in the Industrial Insurance world saw 
the wisdom of combining their efforts as regards this new work. The 
National Amalgamated Approved Society was accordingly established 
jointly by the Pearl, the Refuge, the Britannic, the London and Man- 
chester, the Royal London, the British Legal and United Provident, 
the Pioneer, the City Life, the Hearts of Oak, the Albion, and the 
Liverpool Victoria, exclusively for State Insurance business, under the 
joint control of their several executives, and the agents of all these 
: flices, numbering about 30,000 men, or half as many again as are 

mployed by the Prudential, were employed as a combined staff for 
State Insurance purposes. If the proved economies of this partial fusion 
should lead to an analogous amalgamation for Industrial Insurance of 
this group of offices, it would have about half as much in invested funds 
as the great Prudential itself, and would be enrolling three or four times 
as many new policyholders annually, whilst the gradual reorganisation 
of its 30,000 agents on the “Block System”’ would permit of a vast economy 
of forces. There is, however, at present no sign of desire for such an 
amalgamation (which would require a private Act of Parliament), or 
of any plan of overcoming the difficulties that it would present. 

+ A new office, the Law Integrity, established in 1907, started 
Industrial business in 1912. Seven others started between 1899 and 


1908 (Royal Co-operative, British Widows, Hearts of Oak, Planet, 
London and Provincial, National Standard, City Life). 


about seven-ninths; in 1898 over two-thirds; since 192] 
less than one-half. There is, indeed, no reason to expect 
that the Prudential, or any other Industrial office, whatever 
its virtues or advantages, will ever get all or even the bulk 
of the business. Thus we conclude that, so far as the 
costliness is caused by the waste of competition, this costli- 
ness will continue. 


(c) Reduction in the Lapse-rate. 


Contrary to popular opinion, there is no doubt that, 
if it could be effected without diminishing the annual “ new 
business,” or rather the aggregate amount of policies in 
force, a reduction in the number of lapses would, for the 
reasons we have already given, increase the profits of the 
Industrial offices, and, by further swelling the premium 
income, reduce the percentage of agency commission and 
managerial expenses. The chief officials and _ technical 
advisers of the companies and societies have accordingly 
themselves long and earnestly sought for means of reducing 
the lapse-rate in any way consistent with the annual sweeping 
into the insurance net of the necessary millions of new recruits. 
Thus the practice of “ twisting ” (or the procuring of lapses 
in other offices in order to enrol the same policyholders as 
“new business”) is formally reprobated by practically all 
the offices, and disavowed by respectable agents. 

The period of grace allowed before definitely lapsing a 
policy has been, we gather, extended by most of the Indus- 
trial offices, though their practice still seems to vary in this 
respect. We gather, too, that care is now taken to see that 
the notice that lapsing is imminent required by the Collecting 
Societies and Industrial Insurance Companies Act really 
reaches the policyholder, and that some trouble is taken to 
induce him to pay up. 

On the other hand, we cannot learn that much facility is 
given by any of the offices for obtaining loans on Industrial 
policies as a means of preventing lapses. The vast majority 
of lapses take place, as we have shown, during the first year, 
and many others during the second year. The fact that, 
owing to the heavy initial cost, no office in the United 
Kingdom admits the existence of any surrender value, and 
consequently will not listen to any application for a loan, on 
policies of less than five years’ standing prevents this from 
being of use to obviate nine-tenths of all the lapses. Even 
with policies of five years’ standing, where most offices 
recognise a surrender value, we do not find that lapses are 
often prevented by loans. ‘“ Loans,” it has been said, “ are 
troublesome to agents, and, except in special circumstances, 
they bring him nothing in.”* 

But all these considerations are, relatively, of secondary 
importance. The real cause of the vast numbers of the 
lapses is, in our judgment, “ forced business ”—that is to 
say, the agent has been driven by the system in which he 
works to get “new business” in large quantity. Among 
these masses of new recruits there must necessarily be many 
who are really indifferent to insurance, as well as in extremely 
narrow circumstances, so that as soon as there is any 
shortage of pennies in the household the payment ceases. 
We do not see how—with the profits of the offices dependent 
on large enrolments, with the practical necessity of 
remunerating the agents according to their success, and with 
the incessant competitive rivalry among the different offices 
—this ** forced business ” is to be avoided or prevented. 

On the other hand, the extent to which lapses will occur 
in a given volume of business, forced or unforced, will, other 
things being equal, vary to a considerable degree according 
to the financial position of the households. And the most 
important factor is change. As with the descent into 
pauperism, the lapsing due to poverty is not so much an 
effect of low wages, but of the failure of continuity of wages, 
or other income, from whatever cause. Thus any agent will 
declare that he finds a smaller proportion of lapses—just as 
the Relieving Officer expects a smaller proportion of appli- 
cants for Poor Law assistance—among __ policyholders 
enjoying absolutely regular employment, even at the lowest 





* Insurance Mail, September 5th and 26th, 1914. 
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rate of wages, than among the best-paid workmen who are 
subject to long spells of unemployment or who get only 
casual jobs. Hence, whilst every rise in the Standard of 
Life of the lower grades of labour makes Industrial Insurance 
more practicable, it is especially any advance in the preven- 
tion of such causes of destitution as sickness and premature 
death of the breadwinner, every stage in the mitigation of 
unemployment and industrial dislocation generally, and 
more particularly every step in the “ regularisation” of 
casual labour, that may be expected to effect a diminution 
in the number of lapses. Apart from such slow and gradual 
improvements in social conditions, we see no reasonable 
chance of reducing the costliness of Industrial Insurance by 
means of a reduction in the lapse-rate. 


(d) Reduction in the Death-rate. 


In the reduction of the rate of mortality of the general 
community, which has now, throughout a whole generation, 
been so marked a characteristic of modern civilisation, 
mainly as the result of communal expenditure on the public 
health, Industrial Insurance offices are evidently profiting 
along with everybody except the undertakers of funerals. 
But in two ways Industrial Insurance stands specially to gain 
by improved sanitation. It is not easy to make any exact 
comparison between the rates of mortality experienced by 
Industrial and those by “ ordinary ” life assurance offices, 
but it is estimated, alike in this country and the United 
States, that the claims on Industrial policies exceed those on 
the aggregate of “ordinary” policies by something well over 
10 per cent. This excess is ascribed to (i.) a subtle adverse 
selection, due to the absence of medical examination and the 
prevailing bias of the agency staff in favour of new business ; 
(ii.) the admission to insurance of practically all occupations 
without (except in the case of the publican) any charge for 
extra risk ; (iii.) the assured being of a much poorer class, 
subject to a higher death-rate ; and (iv.) less accuracy in the 
statement of age, the error being nearly always against the 
office. The efforts now being made to improve the health 
of the poorer classes, and especially the slums of great cities, 
together with the universal and compulsory insurance 
against sickness, can hardly fail to lessen the difference 
between the death-rates of different sections of the com- 
munity, and thus to diminish the excess in Industrial 
mortality experience. And the special campaigns against 
infantile mortality and for the medical inspection and 
treatment of school children, which have already reduced the 
death-rate among infants by some 30 per cent. in the last 
fifteen years, must be enormously reducing the cost of the child 
insurance which makes up so large a part of the business of 
all the Industrial Insurance offices. Part of this gain has 
been ceded to the policyholders. The sums assured by the 
Prudential on child policies for a penny a week have been 
increased between 1880 and 1914 by from 3} to 60 per cent. 
In America “ the amounts now paid at ages under 15 for a 
weekly premium of 5 cents (2}d.) are at least 20 per cent 
greater than they were some thirty-five years ago.”* 

A reduction in the mortality among Industrial insured 
persons, whilst it may permit of a reduction in the premium, 
will not, in itself, reduce the ratio of expenses. 


CHAPTER X. 
ALTERNATIVES TO THE COLLECTING SYSTEM. 


_ The heavy tax with which some two-thirds of the popula- 
tion of the United Kingdom thus burden themselves in 
Industrial Insurance is caused, as we sce, fundamentally 
by the system of calling personally at the policyholder’s 
home in order to collect weekly premiums of a few pence. 
Many attempts have accordingly been made to find a 
substitute for this costly method, none of which have 








* Insurance Science and Economics, by F. L. Hoffman (New York, 
1911), p. 14, 





hitherto succeeded in reaching more than a small minority, 
or in detaching any considerable number of Industrial 
policyholders from the system that they prefer. 


(a) Friendly Societies and Trade Unions. 


We have first the alternative, which has appealed to certain 
sections of the wage-carning class for more than a century, 
of the ordinary Friendly Society or Trade Union providing 
Funcral Benefit. Here the expense of collection is reduced 
to a minimum by requiring the member himself to bring or 
send his weekly dues to the office of the society or to the 
lodge, or court, or tent, or branch to which he belongs. 
The member has the further advantage not only of a certain 
amount of social intercourse in good fellowship, but also of 
obtaining, for a single weekly or monthly premium, insurance 
against contingencies other than death, such as sickness and 
old age, sometimes also against unemployment and loss of 
tools, and occasionally even for the cost of funeral of wife or 
child. Life Assurance experts, while recognising the advan- 
tages of the combination in one and the same organisation 
of insurance against sickness and unemployment, as well 
as insurance against death and old age,* maintain that the 
necessary reserve funds should be kept separate, asserting 
that the risk of mismanagement and unforeseen deficits 
would be thereby greatly diminished. On the other hand, 
as the experience of insurance offices themselves shows, the 
union of many different branches of insurance business, each 
exposed from time to time to more than the usual per- 
centage of losses, is a source not only of economy, alike in 
office charges and in the necessary cash balances, but also of 
strength, the occasions of financial stress in the different 
branches occurring usually from different causes in different 
years, so that, in any temporary stringency, one reserve fund 
helps the other. It is true that the great majority of small 
working-class associations which do a mixed business, 
whether Trade Unions or Friendly Societies—like some of 
the smaller and newer Industrial Insurance companies 
themselves—are inferior in organisation and management to 
the larger and older companies. But, assuming equally sound 
financial administration, there is, in our judgment, no 
comparison in convenience and profitableness to the average 
working-class family between the narrow benefits offered by 
an Industrial Insurance policy and the multifarious advan- 
tages to be obtained for the same premium in a firmly 
established Trade Union or a solvent Friendly Society. 
Trade Unions and Friendly Societies have, however, each 
their exclusions. Most Friendly Societies will be found to 
refuse membership to married women (often to all women) 
or to persons in particular occupations (such as coalminers 
or sailors). On the other hand, if we exclude the small 
minority of persons suffering from chronic disease, whom no 
voluntary organisation will admit, and the still smaller 
group of children taken in to nurse, whose insurance by the 
baby-farmer is now prohibited,t there is practically no 
one in the whole population on whose life an Industrial 





* Such a combination is actually forbidden by law in Denmark, 
though the same members may form parallel societies. 

+ Thus, at the age of 21 a prudent man may wish to spare for the 
future a sum of 5d. per week, being 3d. for himself and 2d. for his wife. 
In the Prudential (premiums ceasing at 75), in which he is led to insure 
on weekly payments, there will be paid at his death from £24 15s. to 
£25 19s., and at his wife’s from £16 10s. to £17 6s., according to the 
date at which it occurs, plus an uncertain share of bonus. For a similar 
sum of 5d. per week, payable quarterly (plus 3d. per quarter for manage- 
ment) to the Hearts of Oak Friendly Society (and ceasing at 70), he 
would get: (i.) Funeral Allowance at own death of £20; (ii.) ditto at 
wife’s death, £10; (iii.) Sick Pay for himself when ill of 8s. per week 
during 26 weeks, and thereafter 4s. per week during another 26 weeks ; 
(iv.) Old Age Pension for himself at 70 of 2s. 6d. per week for life ; 
(v.) Free admission to a convalescent home when necessary; and 
(vi.) Relief when in distress, in loss by fire, or when imprisoned for debt. 
Whether or not the aggregate benefits in the contrasted policies are 
actuarially nearly equivalent—as they may well be—it is certain that 
the one providing for the greater number and variety of contingencies 
is to the weekly wage-earner of the higher social utility ; and though 
he might do much better, as he can pay quarterly, by an “ ordinary ” 
life policy in the Prudential, this would merely give him more than was 
needed at death, without meeting any of the other contingencies. 

t See Sec. 7 of the Children Act, 1908. 
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Insurance policy might not be issued. The Trade Unions 
and Friendly Societies fail, moreover, to bring into their 
organisations anything like the whole even of those for whom 
they profess to cater. The explanation of this failure is to 
be found in their lack of canvassers. The people prefer the 
premium to be called for, even though it costs them some- 
thing. In dispensing with the personal call of the agent 
week by week at the members’ own homes, the Friendly 
Societies and Trade Unions lose the advantage of the constant 
canvassing for new business which the agency staff maintains, 
and which alone produces the millions of recruits for Indus- 
trial Insurance. The result is that, even in the United 
Kingdom, where the systems are at their best, the world 
which Trade Unionism and the Friendly Societies have 
succeeded in reaching has never amounted to as much as 
half of the population below the Income Tax minimum of 
£160, whilst their effectively insured membership, excluding 
duplicates, is in the aggregate, after a hundred years’ of 
work, below seven or eight millions. It is, we think, 
demonstrated, by a whole century of experience, in the 
United States as well as in the United Kingdom, that only 
by the incessant personal canvassing of paid agents can the 
millions outside the spontaneously alert minority be brought 
into any voluntary organisation. 


(b) Insurance through the Post Office or other Government 
Department. 


Nor has the State (within the sphere of voluntary adhesion) 
had any more success. To enable the poorest people to 
obtain the advantages of life insurance at the lowest possible 
cost, and thus escape the heavy tax levied by the costly 
methods of the Industrial companies, Gladstone, in 1864, 
started the Post Office Life Assurance. This, after half a 
century of experience, must be pronounced a failure. The 
total number of policies in force on March 81st, 1914, was 
only 12,247, the new policies issued during 1913-14 number- 
ing 238, absolutely the smallest number since the start. 

So complete and colossal a failure requires explanation. 
It is clear that those in authority never really wished the 
business to develop. It is conceivable that it was mere 
official stupidity and ignorance of the lives of the poor that 
so long required the premium to be paid annually in one 
lump sum. It may be admitted that the printed matter 
describing the scheme was no more obscurely worded and 
no more unattractive in appearance than are other official 
documents. We may sympathise with the denseness of 
perception that for a whole half-century ignored the advan- 
tage in attractiveness of adjusting the sum insured to a 
weekly premium of a penny or twopence per week, instead 
of offering a definite sum of £100 at death for an impossibly 
odd annual premium. But nothing but persistent desire 
that the scheme should not become popularly known can 
explain why for a whole half-century no real effort has 
been made to enlist the services of Post Office officials and 
other persons whom the Postmaster-General has in his 
employment, to whom an inducement to introduce new 
business might have been offered. Neither has any attempt 
been made to secure business by employing an auxiliary 
staff for the purpose—the most direct and obvious way. 
When, at last, the House of Commons was allowed to have 
a Committee of Enquiry into the failure—this not until 
1908, when the failure had lasted forty-four years—six 
years were allowed to elapse before any of the various 
reforms suggested by the Committee were adopted by the 
Government, and then only in small part. As it is, even 
the average postmaster—who is now, for the first time, 
allowed a small commission for each new policy—is scarcely 
aware of the existence of the scheme, and certainly receives 
no official encouragement to push the business; whilst the 
great army of postmen, to whom no commission is allowed, 
know nothing about it. The new system adopted with the 
present year remedies some of the minor defects. It deigns 
to accept premiums quarterly, and at the rate of twopence 
to sixpence per week—though the terms are made more 


onerous for the payer of twopence a week than for the 
aristocrat who can afford sixpence! It accepts insurers as 
young as 9 years of age (but still neither younger children 
nor persons over 50). It offers a fair surrender valuc, or 
a fully paid-up policy of equivalent value, after two years’ 
premiums have been paid. It dispenses with medical 
examination if desired. It allows a kind of weekly payment 
by the insured person himself sticking stamps in a premium 
book, but requires this to be handed in to the office quarterly. 
It even prints some of its handbills in colours and uses the 
arts of display. For the first time in fifty years it has occurred 
to somebody to place one of these handbills in each savings 
bank book that is returned to the depositor. But because 
the Post Office even now provides neither for personal 
weekly collection at the policyholder’s home nor yet for 
any soliciting at the homes by paid canvassers, it may safely 
be predicted that it will still fail to offer any serious rivalry 
to the Industrial Insurance companies. It is impossible to 
avoid the belief that no such rivalry is intended. 

‘ The well-known public-spirited lawyer of Boston, Massa- 
chusetts, Louis D. Brandeis, worked out in 1906 a scheme 
by which life assurance policies for small amounts could be 
brought within the reach of the wage-earners by the agency 
of the various public savings banks on the one hand, and 
of well-disposed employers of labour on the other. It was 
proposed to dispense altogether with an agency staff, and 
to permit the policyholder to pay his weekly premium over 
the counter at any savings bank or through his employer. 
This scheme was adopted by the State of Massachusetts, 
and put in operation through what is virtually a State 
Insurance Department.* In spite of many press notices 
and a great deal of philanthropic advertising, the number of 
policies taken up in this population of 34 millions had 
reached, after seven years, only about 9,000. 

Greater success has followed a Government subsidy to 
each policyholder. In Neuchatel the Cantonal Government 
started popular life insurance in 1908, issuing policies from 
£4 to £200, which all native residents over 18 have a right 
to take up, whatever their state of health, without additional 
cost for inferior lives. A medical examination is required, 
but only for statistical purposes, though if death occurs 
within three years, only a return of the premiums is made. 
What has proved most attractive is the Government bonus. 
To the sum assured, up to £20, the Cantonal Government 
makes an addition of between 5 and 20 per cent. With this 
bonus the system has become enormously popular, there 
being now over 15,000 policies in force, covering over 12 per 
cent. of the whole census population, and nearly one-quarter 
of all those over18. The annual subsidy from public funds 
for expenses of administration and bonus is only about 
£4,000 a year, or less than five shillings per policy.t 

Other schemes of working-class insurance, dispensing with 
the collector and requiring the policyholder to bring or 
send his premium to some office or local receiving agency, 





* By a Law of 1907 the public savings banks are authorised to sell 
contracts of life assurance (not exceeding £100) and life annuities (not 
exceeding £40 a year); a General Insurance Guarantee Fund is estab- 
lished for the whole State, under the management of a board appointed 
by the Governor from among savings bank trustees ; no canvassers OF 
collectors may be employed ; unpaid agencies are established in many 
savings banks, trust companies, schools, branches of Young Men’s 
Christian Association, and (for the employees only) mills, factories and 
stores. Surrender value, in one or other form, is conceded on policies 
of six months’ standing ; and it seems that, whilst the proportion of 
lapses is at least as great as in the industrial offices, 45 per cent. of them 
get thus compensated. The number of policies in force, which in 1908 
was 282 for 114,953 dollars, had grown by 1912 to 6,652 for 2,528,809 
dollars, and by 1913 to about 9,000 for 3,500,000 dollars, with an 
expense ratio of about 17 per cent. The figures, though still small in 
comparison with those of the great companies, are creeping up. 

t Die Volksversicherung in der Schweiz, by Hennings (Bern, 1911). 
The other Government experiment in Switzerland has been made by 
the Municipality of St. Gall. Here the town has arranged with a joint- 
stock insurance company to obtain for all male resident householders, 
being citizens between 30 and 49 years of age, on advantageous terms, 
either life or endowment insurance, or the grant of an annuity. To 
whatever premium the citizen pays, the Municipality adds sufficient to 
insure him against sickness or accident. In all deserving cases, more- 


over, the Municipality intervenes to save the policy from lapsing. 
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have been started without any success.* Thus Edward 
Atkinson proposed in 1901, in America, a “ Family Mutual 
Health Insurance Company,” which should eliminate the 
collector, reduce other expenses to a minimum, provide cach 
family with all the insurance that it needed for all its mem- 
bers, supply medical treatment and sanitary inspection, &c. 
Other attempts have been made in America, by the Postal 
Life Insurance Company, at “ mail-order systems,” utilising 
the post. The public simply will not “ come in.” 


(c) Use of the Trade Union or other Working-class 
Organisation for Agency. 

It has often been suggested that much of the excessive 
costliness of Industrial Insurance might be avoided if, instead 
of maintaining a large staff entirely for this work, the services 
could be utilised of Trade Union secretaries and the officials 
of other working-class organisations, who would be able, by 
taking advantage of the mectings of their societies, and their 
other opportunities for talking to their members, to dispense 
with the personal call at the workman’s home both for 
canvassing and for collecting. Experience seems to indicate 
that any such expectations will not be fulfilled. A certain 
number of officials of working-class organisations, both in 
this country and elsewhere, hold agencies for Industrial 
Insurance offices ; but it is not found that their opportunities 
of meeting their members enable the house-to-house can- 
vassing to be dispensed with. 

The experience in this respect of the British Steelsmelters 
is instructive. For over ten years that strongly organised 
Trade Union, with a membership which has risen to over 
36,000, offered to its members, for a small optional addition 
to their weekly contribution, the advantage of funeral 
benefit or endowment life assurance. “ The object of this 
was, by means of voluntary effort and consequently low 
working costs, to give, for the lowest possible premiums, 
generous treatment to policyholders when bad times came 
upon them.” But, as the Trade Union had fain to confess, 
“ numerically this did not succeed.” Because membership 
was optional, and there was no solicitation at the members’ 
own homes, only a small proportion of the members troubled 
to subscribe. Finally, in 1914, the Trade Union cut this 
subsidiary fund adrift, and set it up as an independent 
Collecting Friendly Society (the British Metal Trades and 
General Assurance Collecting Society) with its own staff of 
agents, who call weekly at the members’ own homes. Under 
this new form the Society is reported to be doing well. “In 
the first year of working a greater number of members has 
been obtained than in the preceding ten,” ¢ and the 
numbers in the second year are expected to be doubled. 

A more extensive experiment in Germany on somewhat 
similar lines made a promising start in July, 1913, though 
what will be its fate under war pressure must be considered 
doubtful. With a view to emancipate the German workmen 
from the excessive costliness of the Industrial Insurance 
provided by the score or so of growing German companies, a 
group of Trade Unionist, Co-operative, and Socialist leaders 
started a company of their own, the Volksfiirsorge, with a 
capital of £50,000 wholly subscribed by Co-operative 
Societies and Trade Unions. These organisations elect the 
directors and principal executive officers, whose salaries are 
on the extremely modest scale that is characteristic of the 
whole German working-class movement. All the shares 
must remain permanently in possession of working-class 
organisations, and they are to receive only a fixed interest 
of 4 per cent., without participation in profits, which are to 
be wholly devoted to the policyholders. The whole work of 
agency is to be done by the paid secretaries and organisers 
of the Trade Unions and Co-operative Societies at a com- 
mission which will be less than one-tenth of that now paid 
by the Industrial Insurance companies. With this reduc- 





, 


* What was called “ over-the-counter” insurance was authorised 


by law in Massachusetts in 1907; and in New York, Rhode Island, and 
Pennsylvania laws passed in 1911-12 permitted insurance companies 
to allow a rebate or discount to Industrial policyholders who had for 
a whole year regularly paid their premiums direct to the office. 

} British Steelsmeliers’, etc., Monthly Report and Journal, Septem- 
ber 30th, 1914, p. 632. 





tion in expenses, and the adoption of the most modern 
mortality tables, the Volksfiirsorge is able to offer, for 
identical premiums, policies from 5 to 15 per cent. higher 
amounts than the older companies. 

But it is in its dealing with lapses that the new organisa- 
tion goes farthest ahead of its rivals. Any policyholder, 
unable through diminished resources to continue the pre- 
miums that he undertook to pay, may have the money 
returned to him that he had already paid, less a deduction 
of no more than 5 to 20 per cent. ; or, in the alternative, may 
have some equivalent sum placed to his credit in any 
savings bank, and (if not already a depositor) receive a 
deposit book for the amount. 

In the first year of its existence (ended June 30th, 1914) 
the Volksfiirsorge had an income of £68,850, and calculated 
its net profit at £3,800. Whether (if the war permits) it 
will succeed, without house-to-house canvassing, in enrolling 
any large proportion of the twenty-odd million members 
in the families of the Trade Unionists, Co-operators, and 
Socialists of Germany—lct alone those outside their ranks— 
must be regarded as problematical. What is certain is 
that the formation of this society led, during 1913 and 
1914, to much agitation in the older Industrial Insurance 
offices of Germany, and to the starting of two new rivals 
on lines somewhat similar to those of the Volksfiirsorge.* 


(d) Collective Insurance by the Co-operative Society. 


But why need the individual policyholder be troubled 
at all, either to fill up an application form or pay his premiums 
week by week? If any group to which he belongs decides 
to pay a single premium annually, it can effect an insurance 
for the year on all the members of the group, irrespective 
of their several ages and conditions, and without requiring 
from them individually any action or payment. Such a 
group policy is now not infrequently taken out in the United 
States by, and at the expense of, a large employer for all 
his operatives as part of his “ welfare work.”+ This form 
of working-class insurance, which at one blow gets rid of 
the need for canvassing and of all agency expenses, has been 
put in operation in the United Kingdom for the benefit 
of the three million members of the working-class Co- 
operative Societies. The Co-operative Insurance Society, 
Ltd., now owned and managed jointly by those two gigantic 
corporations the English and Scottish Co-operative Whole- 
sale Societies, issues both “ ordinary’ and “ industrial ” 
policies on the usual lines. But its most remarkable feature 
is what it calls Collective Insurance—the Group Policy— 
under which, in return for a single payment from a Co- 
operative Society, equal to a halfpenny or a penny in the 
pound of the purchases of the whole membership during 
the preceding year, a sum (not exceeding £20) will be paid 
on the death during the year of any member, or the wife 
of any member, proportionate to the total of the family 
purchases at the Co-operative Store during the same period. 
Thus, any member of the Society, at the cost of a slight and 
unperceived diminution of the net profits divided as “ divi- 
dend on purchases,” finds himself or herself automatically 
insured—sometimes the wife or husband of the member 
in addition—for a sum varying with the housekeeping 
expenditure. Instead of agency and management expenses of 
43 per cent., as with British Industrial Insurance, the Group 
Policies of the Co-operative Insurance Society have a total 
expense ratio of only 5 per cent. There are no weekly 
pence to be found; no books to be perpetually written up 
and preserved from loss. There is no possibility of lapsing. 
No one makes any profit out of the policyholders or has any 
pecuniary interest adverse to theirs. The Society is governed, 
in effect, by elected representatives of the policyholding 
groups, and all net profits are returned to these groups in 
one form or other. Already nearly a million families in the 





* Die Neue Zeit, April 3rd, 1914. 

+ Laws to permit Group Insurance through the employer at a reduced 
—_—- have been passed in Maine, New Jersey, and Minnesota (and 

ills to this effect have been introduced in Massachusetts, New York, and 
other States). The Metropolitan Company has a system of Group 
Insurance against sickness and accidents, effected by the employer. 
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United Kingdom obtain in this way the most economical 
life insurance.* 

The system has, however, certain limitations and draw- 
backs. It is, to begin with, limited for the present to actual 
Co-operative Society members and their wives—the chil- 
dren, who constitute so large a part of the policyholders of 
Industrial offices, being thus excluded. This limitation 
is not essential ; and it is, in fact, probably only temporary. 
The Society for a short time issued Group Policies securing 
payments also on the deaths of members’ children, but, out 
of prudence, discontinued them until more experience of the 
business could be gained. The principal obstacle to such 
an enlargement of the policy is the indisposition of Co- 
operative Societies to increase—perhaps to double—the 
collective premium, which means a further diminution of 
their divisible profits, and therefore of the very popular 
“divi.” They are less willing to agree to such an increase 
in that most of their members have already taken out 
Industrial policies for their children, and (so far as children 
under 5 or 10 are concerned) they could not draw on their 
death more than the maximum of £6 or £10 allowed by 
law. They would gain financially by simply letting such 
policies lapse, thus saving their weekly pennies, and collec- 
tively substituting a Group Policy, including payment on 
their children’s deaths. 

The inherent drawback of the Co-operative Society’s Group 
Policy is that it gives only a term insurance. At the end 
of each year the office might refuse to renew, and the indi- 
vidual policyholder might thus find himself at an advanced 
age, possibly in a bad state of health, deprived of the safe- 
guard of insurance at a time when he could obtain a policy 
elsewhere only at a greatly increased premium, and perhaps 
not at all. This, however, merely means that the policy- 
holder in a Group insurance which had been discontinued 
would find himself in the position in which all the millions 
of Industrial policyholders who lapse actually do find 
themselves! But under the Co-operative Insurance 
scheme the drawback is little more than hypothetical. 
The membership of a Co-operative Society is recruited and 
maintained on grounds unaffected by age or health; and 
there is no reason to suppose that the average age or the 
average healthiness of the group undergoes any marked 
change from year to year, except, as a matter of fact, to 
improve slowly in expectation of life with the community as 
a whole. There would therefore be no reason for the 
Co-operative Insurance Society to desire to terminate the 
risk. The Society, being nothing but the servant of the 
aggregate of policyholding groups, may be trusted not to 
go back on its word in such a way as to claim to exclude 
any individual member, however “ bad ”’ the life, from its 
renewal of the Group Policy. The only practical risk is 
that of the Co-operative Insurance Society abandoning the 
business altogether, which is extremely unlikelyt; and 
that of the particular Co-operative Society deciding, by a 
majority vote, to discontinue its collective premium, in 
which case it would at any rate be open to the out-voted 
minority of members, even if less convenient to them, to 
transfer their membership and custom to another Co- 
operative Society in the neighbourhood, and thus come 
under its Group Policy. 





* A Liverpool society (Toxteth Co-operative Provident Society, 
Limited) took upon itself in 1911 to offer the same Funeral Benefit 
to its members, without bringing in the Co-operative Insurance Society, 
with the result of doubling its membership within three years. It 
was stopped by injunction in December, 1914, on the ground that it 
was infringing the Life Assurance Act by not having complied with 
the requirement of a deposit of £20,000 with the Board of Trade. The 
case is under appeal. The alleged disability does not apply, of course, 
to the Co-operative Insurance Society, which has been in the business 
for half a century. 

+ Even this theoretic risk might be guarded against if the Co- 
operative Insurance Society undertook, in the extremely unlikely event 
of its withdrawing from the business, to issue (or get issued) individual 
policies for those members who desired them, at no higher premium 
than they would have paid if they had applied for them at the date of 
their entry into Group Insurance. It may be added that the Co- 


operative Insurance Society, being now owned and managed jointly 
by the English and Scottish Co-operative Wholesale Societies, has 
behind it assets exceeding ten millions sterling. 


It is sometimes said that Group Insurance, in this as in 
other forms, brings with it the danger of an adverse selection 
of lives. Those who have been rejected by other offices, or 
who are conscious that they would be rejected if they 
applied, may crowd into insured groups. Here, again, the 
danger is more theoretic than practical. Men and women 
do not, in any appreciable numbers, join Co-operative 
Socicties, and purchase goods for at least a whole year, with 
the object of obtaining a cheap insurance at their expected 
early death! The limitation of the sum payable, by a 
reference to the purchases during the preceding year, 
amounts, in effect, to the same sort of safeguard that other 
offices obtain by imposing on policies a “ waiting time,” 
during which death brings either no obligation of payment 
or only that of a return of the premium. In comparison 
with Industrial Insurance, which in the United Kingdom 
(though not in the United States) dispenses with medical 
examination, it can scarcely be said that Group Insurance, 
dependent on previous membership of a Co-opcrative 
Society, is seriously open to adverse selection. 

A slight objection is made, especially in comparison with 
“ordinary ” insurance, to the amount of the sum payable 
at death not being definitely fixed and known in advance. 
Dependent, as it is, on the family purchases during the 
preceding year, the amount payable at death may vary 
theoretically from nothing to the maximum of £20. In 
practice, among the vast majority of Co-operators, the 
variation in each year’s purchases of the particular member 
is not great; and as the insurance has seemed to cost 
nothing, the sum payable is regarded as net gain. 


(e) Obligatory State Insurance. 


If, as experience indicates, it is impossible to secure 
complete provision for burial—let alone provision for widow 
and orphans—-by any voluntary system, even when adminis- 
tered by the Government and subsidised by the State, the 
question naturally arises (as in all the other branches of 
Social Insurance) whether some such provision should not 
be made legally obligatory and practically universal. That 
there is a trend in this direction seems plain. 

We need not stay to describe the gradual increase of 
legislative regulation and State control of Life Assurance, 
whether conducted by Friendly Societies or joint stock 
companies. Nor need we refer again to the establishment 
of Government Life Assurance Departments, with or without 
State subsidy, to which adhesion is voluntary, and from 
which, as we have seen, it seems hopeless to expect any con- 
siderable result. What offers a real alternative to Industrial 
Insurance, as we know it, is the universally obligatory 
system of Life Assurance by compulsory levies, to which 
one State after another has already resorted. We sce this 
obligatory insurance against death—which goes in some 
cases far beyond the provision of funeral expenses—applicd 
first to all the persons employed in certain great industries ; 
then to wage-earners in all occupations, but only in respect 
of deaths from industrial accidents; and finally to all 
employed persons in respect of deaths from all causes. 

In France, Italy, Russia, and some other countries there 
has for some years past been a legally compulsory system 
of Life Assurance for the not insignificant proportion of the 
adult male population who find employment on the railway 
system. The single contribution levied weekly on _ the 
wages of the railway operative, supplemented by much 
larger contributions from the railway administration 
(company or State Department), covers not only Sickness 
Benefit, Invalidity Benefit, and Old Age Pension, but also 
the universal provision of funeral expenses, whatever the 
cause of death; and, further, pensions for widows and 
orphans. In France, for instance, not only are the funeral 
expenses paid for every railway worker dying whilst in the 
service, but also his widow (or, if there is no widow, his 
orphan children) receives half the pension to which he 
would have been entitled by age and length of service if, 
instead of dying, he had retired under pensionable con- 
ditions. As the man’s retiring pension may rise, on 
invalidity after 25 years’ service, to half his current wages, 
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or occasionally even to a larger proportion, the pension of 
his widow (or that of his orphan children collectively) may 
be one-fourth of his wages, or possibly more. The average 
pension for widows and orphans paid annually by the 
five French railway companies was, in fact, 483 francs 
(£19 2s. 7d.) in 1898 and 54] francs (£21 5s. 1d.) in 1912.* 
Analogous provisions exist for the mining industry in 
Greece, New South Wales, and elsewhere. 

The extension to all wage-earners of this obligatory Life 
Assurance for certain occupations has come first (under the 
name of Employers’ Liability or Workmen’s Compensation) 
in respect of deaths occurring from industrial accidents and 
what have been recognised as industrial diseases. This 
provision for death may be* legally guaranteed (as in the 
United Kingdom and its self-governing Dominions, and, 
where since 1902 it exists at all, in the States of the American 
Union) by way of legally obligatory compensation from 
the employer, which he is left to provide for by voluntary 
insurance ; or (as in Germany and nearly all other European 
countries) by the public administration of an accident 
insurance fund to which the employer alone is required to 
contribute, or (as in Austria) to which both employers 
and workmen are obliged to contribute. Where death 
ensues from industrial accident (or, in the United Kingdom, 
from causes classified as industrial diseases) the widow or 
orphans are entitled, either (as in most countries) to a 
pension of from 40 to 70 per cent. of the workman’s wages, 
tn addition to a sum of from £2 to £5 for funeral expenses, or 
(as in the United Kingdom, Belgium, Italy, Denmark, and 
Spain) to a sum of from two to five years’ wages, inclusive 
of funeral expenses. 

More truly universal are, of course, the German and 
French systems, in which provision for widows, whatever 
the causes from which their husbanas have died, is grafted 
on to the State Health and Old Age Insurance schemes. 
The German plans of 1883-4, like the British system of 1911, 
omitted any payment at death. In the discussions on the 
amending Bills of 1887 and 1888 a demand was made for 
the addition of Death Benefit, but nothing more was done 
than to provide that, if the insured person died before 
receiving a pension, his widow (or in her absence his orphan 
children) should be entitled to receive the total amount of 
the contributions that he had paid during his life. This 
amounted, in effect, to a Funeral Benefit varying from a 
few shillings up to five or even ten pounds. In 1902 a further 
attempt was made to meet the popular demand by pro- 
viding that any excess revenue yielded by the new Customs 
Tariff of that year should go to a special fund out of which 
pensions for widows and orphans should at some future 
date be provided. Not until 1911, however, did the widows’ 
and orphans’ pensions come really into existence, when 
they were simply added, along with various other improve- 
meats, to the general obligatory insurance system, with a 
slight increase in the weekly contributions. In return for 
an increase of a farthiag per week, in respect of the lowest- 
paid workers, rising up to three halfpence per week in 
respect of the highest paid (half of this payable by the 
employer and only half by the worker himself) the Govern- 
ment and the State Insurance Fund jointly undertake to 
pay on the death of any male insured person to his widow— 
not, be it observed, anything in the nature of Funeral 
Benefit, to which, as in this country, the growing Industrial 
Insurance companies were naturally opposed—but a pension 
amounting to fifty shillings a year plus 30 per cent. of the 
invalidity pension to which he would have been entitled 
had he been invalided instead of dying; and to his orphan 
children under 15 twenty-five shillings a year each plus 
15 per cent. of such invalidity pension for the first, and 
2} per cent. for each additional, child. It is calculated that 
under this system the childless widow’s pension will usually 
amount to about half the man’s invalidity pension, whilst 
a widow with three children under 15 will get something 
like the full amount of the man’s invalidity pension—a 
wonderful provision, modest as we may deem its amount, 


* “Les Institutions patronaler aes Compagnies de Chemin de fer,” 
by G. de Nouton, in Journal des Economistes, September, 1914. 








to have secured at one stroke for nearly all the widows of 
the nation belonging to the wage-earning class. But we 
must count it as a drawback that, in deference to the 
opposition of powerful vested interests, even the small 
provision made in 1887-1888 in the nature of Funcral 
Benefit had to be abandoned ; and we may trace the result 
in the continued rapid development of the German Industrial 
Insurance companies, to which we have already referred. 

The French system of compulsory Life Assurance for the 
wage-earning class, adopted in the Law of 1910, goes on 
another plan, and confines itself, for the present, so far as 
regards payments at death, to the universal provision of 
what is, in effect, Funeral Benefit. We need here consider 
only the benefits secured at death, without troubling cither 
about the other benefits or about the complicated system 
of contributions by the workman, the employer, and the 
State. There is, first of all, an alternative given, in con- 
nection with the compulsory insurance for Old Age Pensions, 
of securing that the amount of the premiums paid shall be 
returnable in case of death before the pension accrues. 
This amounts, in effect, to obtaining Funeral Benefit at the 
cost of reducing the Old Age Pension. More significant is 
the universal provision of a payment of from £6 to £12 at 
death, according to the size of the family, payable in monthly 
instalments of £2. The number of workers now included 
already amounts to over cight millions, or about 75 per 
cent. of the expected maximum enrolment. For all these 
a substantial Funeral Bencfit is thus insured; whilst the 
workers in the railway service retain their far more valuable 
provision of not only the expenses of burial, but also sub- 
stantial pensions for all widows and orphans. 

It is perhaps significant that the latest development of 
organised provision of benefit at death calls for no payment 
of premiums, ignores the cost of burial, as of relatively 
small importance, and goes at once to the proper main- 
tenance of the family. This is the “ Mothers’ Pensions ” 
movement in the United States and in Denmark. Starting 
in Illinois in 1911, in California and Colorado in 1912, and 
in nearly a score of States in 1913 and 1914, together with 
the municipalities of Milwaukee and St. Louis, there is now 
established by law a system by which pensions are provided 
from public funds for the maintenance up to 16 of fatherless 
children whom the widowed mother would otherwise be 
unable to bring up at home in health and decency. In 
some States (as in Massachusetts) deserted wives are simi- 
larly treated. The mothers and children must be not only 
in need, but also of good character. The object is to pre- 
serve homes that are worth preserving. The pensions 
involve no payment of individual premiums, but they have 
no connection with poor relief, and are administercd by 
special pension committees (Pennsylvania) or by the Courts 
(Illinois). The amounts provided for each child vary from 
£2 to £3 per month for the first child, with £1 10s. for each 
additional child.* The average payment to cach widow or 
deserted wife in Massachusctts in 1913-14 was 6 dollars 
(25 shillings) per week, for 2,967 mothers and 9,229 children 
under 14. In 1913 Denmark adopted a similar system (by 
law of April 24th, 1913), the children’s pensions, which 
began on January Ist, 1914, being £5 lls. 1d. for each 
child under 2; £4 8s. 10d. for cach child from 2 to 12; and 
£3 6s. 8d. for each child from 12 to 13.f 


CHAPTER XI. 
MALPRACTICES OF INDUSTRIAL INSURANCE. 


Apart from the great and apparently inevitable costliness 
of Industrial Insurance, and the grave evil of lapsing, a con- 
siderable number of complaints are made of malpractices, 
sometimes of the companies themselves, but more generally 
of the agents. These complaints have been accompanied, 

* «« Pensions for Mothers,” by E. T. Devine, in American Labor Legisla- 
tion Review: The Survey, July 5th, 1913; Social Insurance, by I. M. 
Rubinow, New York, 1913, pp. 435-8. 

+ Labour Gazette (Board of Trade), 1913; Social Insurance, by 
I. M. Rubinow, New York, 1913, p. 487. 
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from time to time, by torrents of denunciation and abuse of 
the system, in which vituperation has superseded specific 
accusation and dispensed with either scruple or accuracy. 
From the standpoint of the community, the drawbacks to 
Industrial Insurance are, as we have shown, sufficiently 
grave. But abuse is not argument, and the invective that 
overwhelms the companies, merely because they are large 
and prosperous, with denunciations as bloodsuckers and 
robbers we simply put aside. The specific accusations and 
complaints we cannot pretend to have been able to do more 
than sample. We think, after careful investigation, that 
certain complaints and accusations, to which we now pro- 
ceed, are sufficiently widespread, and have sufficient founda- 
tion, to call for more systematic enquiry. 


(a) Misrepresentation by the Agents. 

It is said, on all sides, that many of the persons who are 
induced to apply for policies do so in consequence of misre- 
presentations by the agents. We have regretfully come to 
the conclusion that there is considerable truth in this 
charge, perhaps more in the way of suppression of material 
facts than in the way of deliberately false statement. We 
think it is clear that a very large number of the ten millions 
of new Industrial policies that are taken out each year are 
taken out by people who have no real comprehension of the 
contract into which they are entering. They do not under- 
stand insurance; the policy itself they cannot even read 
with intelligence, and al the necessary contingent conditions 
remain practically unknown to them. They simply do not 
think of the possibility of running out. What the woman 
realises (it is nearly always the workman’s wife who insures) 
is that she is to pay a penny or twopence per week for each 
child, and that at death the family is to get the funeral 
money. How much less than the nominal £10 will be paid 
if the child dies before 10, or how little the policy will be 
worth during life, should it have to be surrendered, even after 
twenty years’ premiums have been paid on it, practically 
no policyholder understands. The contract is, for the most 
part, willingly made, for the craving to get the funeral 
money secured is imperative. But it would have been made 
equally willingly even if the only vaguely apprehended terms 
had been much more onerous. It is not the experience that 
such concessions as particular offices have made, which do 
not affect either the amount of the weekly premium or the 
period at which the policyholder comes into benefit, exercise 
any important influence on the amount of new business. 
The companies making what are actuarially the least 
advantageous offers to their policyholders, so long as these 
relate only to future contingencies, get as much new business 
as those making the most advantageous. The greatest 
measure of success falls to the office that “ drives” the 
hardest. The persuasiveness of the agent does it all. 

It is hard to accuse the agent of deliberate fraud. He is 
perpetually driven—driven by the system itself, by the 
method by which he is paid, and by the ever-grinding pres- 
sure to replace lapses—to obtain a continual succession of new 
policies. The people whom he has to canvass simply cannot 
understand the nature of the commodity that he is pressing 
them to purchase. He has to explain it as best he can. 
What wonder if his explanation leaves them believing that 
they will only have to pay until the child is 10 or 21, instead 
of throughout life (or until 65 or 75); or that the sum 
assured will be payable when the child is 15 years old or at 
21 ; or that after fifteen years a free policy will be granted ; 
or that they can always raise a few pounds on a £10 policy 
in time of need? The chance of misunderstanding is 
greatest on the juvenile endowment policies, with their 
complicated tables ; and, we think, also in those cases in 
which the policyholder is persuaded to substitute one kind 
of policy for another. Who shall subsequently discover how 
much the agent actually said, how much he deliberately 
implied, and how much was honest misunderstanding that he 
suspected to exist, or was aware of, and merely neglected to 
dispel ? What is certain is that many tens of thousands of 


policyholders subsequently find that they have been deceived, 
whether by the plausible tales of the agent or by their own 


imaginings ; and they naturally think not merely that they 
have been somehow mistaken, but that they have been 
actually defrauded. This is, we fear, an inevitable conse. 
quence of setting an army of agents, paid by a propor- 
tionately large commission on new business, to explain the 
conditions of a life insurance policy to men and women 
who are incapable of comprehending them, and who are 
impelled by an imperative craving to get the funeral money 
secured anyhow. We have no evidence that any but a small 
proportion of agents wilfully do more than “ puff” their 
wares.* We do not wish to imply that the companies do 
not do all that they can to avoid profiting by any wilful 
deceit. But it must stand as a drawback to Industrial 
Insurance that it is an unavoidable incident of the system 
that, year after year, many thousands of people are, in fact, 
drawn into it under grave misconception of what it involves, 
It would be unfair not to mention that, whilst the system 
“drives ” the agent to get new business, the agent is apt to 
press the office to accept proposals which are scarcely likely 
to be profitable. Against such unprofitable business the 
offices protect themselves by rejections, which are reported 
to vary from 5 to 15 per cent. of the proposals.t The 
grounds for rejection are diverse. “‘We have rejected 
people,” said the Manager of the Prudential in 1890, “ be- 
cause they were already insured; we have rejected them 
because of their indifferent health ; we reject them, under a 
certain age, because they are illegitimate ; and we reject 
them also when they are in unhealthy districts. We have 
printed lists of proscribed districts in large towns, and in 
those districts we do not take insurances at all.” ¢ “ We 
would proscribe certain districts,” said another office, 
““ where we knew that drunkenness existed, or where women 
work upon pit brows, or even at iron-works where women 
have to work, because amongst the children under those 
circumstances the mortality is certainly heavier.’’§ 


(b) Unscrupulous Lapsing. 


When a policyholder becomes seriously ill, or develops 
some latent complaint of grave character, it is assumed that 
it becomes a matter of pecuniary interest to the company 
to allow his policy to lapse. We have had complaints that 
Industrial Insurance offices, especially the smaller ones, 
deliberately promote the lapsing of the policy on such a life, 
in order to avoid payment of the sum insured. It is said 
that if such a policyholder falls into arrear, he will not 
receive the warning notice that will be made out and will 
be posted—perhaps to his old address—no attempt will be 
made to collect his premium, no more than the absolutely 
promised period of grace will be allowed him, and instant 
lapsing will follow, no appeal being listened to. 

It has been urged upon us in reply, with regard to such 
cases, that no one has any right to expect anything else ; 
that the insurance contract is strictly a matter of business, 
not of philanthropy, and that it is only natural that lives 
that will be profitable to the office should be treated with 
greater leniency than those that will be the reverse. Such 
a plea, however much borne out by current practice, brings 
into sharp relief the contrast between a system of public 
provision and the methods of capitalist profit-making. 








* We should not feel warranted in recording the following anecdote by 
an agent if it had not been recently awarded a prize by an Industrial 
Insurance journal, and printed under the title “A Tip.” ‘ Meeting 
a gipsy one day a bright idea occurred to me. Pointing her to the 
house of one of my policyholders who greatly annoyed me, I gave 
her a tip. She did as I instructed her. In selling her pegs she told 
the lady there would be a death in the family very shortly, which would 
bring her a lot of money, but that if she were not very careful she 
would lose it—every penny. To complete the experiment, I did not 
call for two weeks, when the business was lapsable. Then, instead of 
the cold reception I generally had, I was courteously accepted. She 
had been anxiously waiting my call. Without any remarks from me, 
I was paid the premiums clearing all the books, amounting to twenty- 
three shillings. This repaid me well for my gipsy’s tip.” 

f The Prudential of America in one year rejected 14 per cent. 

t Evidence of Mr. Dewey on behalf of the Prudential Assurance 
Company, House of Lords Committee, 1890, Q. 2895. ’ 

§ Evidence of Mr. Hambridge on behalf of the Royal Liver Society, 
House of Lords Committee, 1890, Q. 3880-3. 














-s EO 


a 


ela de ei a i he) | OU 














Marcu 13, 1915 


THE NEW STATESMAN 





Spectat 
[Sao 25 


UPPLEMENT 





We have, however, failed to find any case in which an 
Industrial Insurance society or company has been shown to 
seek deliberately to get rid of a policyholder in any unfair 
way, or in any way in breach of his contract with the office. 
The service by post of a written notice, giving fourteen days’ 
notice of the intention to lapse any policy, and allowing pay- 
ment of arrears within that period, was made obligatory by 
the Act of 1896, and we have no reason to suppose that this 
requirement is not obeyed. Nor have we found any reason 
to suspect the head office of wishing or approving any 
discrimination between one policyholder and another with 
regard to the gencral regulations as to lapsing. 


(c) “ Twisting.” 

We have already referred to the practice—still, we fear, 
by no means uncommon—of what is called “ twisting,” 
or inducing an already-insured person to take out a new 
policy in another office, letting his old policy lapse. It 
represents a dead loss to the insurance offices as a whole. 
Without any aggregate increase in the number of policies, 
one agent is enabled to draw the commission on new busi- 
ness, whilst the other agent loses only the commission, 
possibly only one-twenticth in amount, for collecting 
premiums on the old policy. The policyholder, if in good 
health and not much farther advanced in years, may pay 
no more in premium on the new policy, and (so small is any 
possibility of surrender value in Industrial Insurance) may 
lose practically nothing by letting the old one lapse. It 
might accordingly even pay all the agents in a town recipro- 
cally to “ twist ” each other’s policyholders, and to do it 
again and again. We may be sure that the various societies 
and companies, for their own sake, do what they can to 
prevent any such malpractices. This is one of the objects 
of the Association of Industrial Insurance Companies and 
Collecting Friendly Societies, and also of the superintendents’ 
“ fraternals ’ already mentioned.* 


(d) Improper Deductions from Sums Payable. 


It is complained that superintendents and agents not 
infrequently make improper deductions from sums payable 
on policies. We are glad to say that we find no evidence, 
and no complaints, of moneys being withheld unless or until 
a gratuity or a percentage has been promised or paid to the 
man bringing the sum due. But it is apparently by no 
means unknown for agents to ask for a gratuity for bringing 
the money, and to be given something. Such conduct is, 
however, strongly condemned. “ We have known many 
agents,” writes the General Secretary of one Industrial 
office, “to expect and receive gratuities from claimants. 
Some agents have even informed claimants that they have 
lost time through having to attend to the claim, making it 
quite apparent that they expected a gratuity. Such conduct 
is despicable, and, moreover, it is shortsighted.” 

When an Industrial Insurance office distributes a cash 
bonus to its policyholders of standing—as has been done 
quinquennially during the last twenty years by the Liverpool 
Victoria to the extent of from three to ten weeks’ premiums, 
and occasionally by the Royal Liver and other offices—it 
is not unnatural that the agents should see to it that the 
money is applied first of all to clearing off arrears for the 
household. It is said to be a common practice when paying 
a claim, especially if it is of any magnitude, to deduct all 
the sums due as arrears on all the other policies in the same 
household. This seems to be unwarranted. It has even 
less exeuse when agency for an Industrial Insurance office 
is combined (as it is for a fourth of all the State-insured 
persons) with agency for the Approved Society to which 
they belong. We cannot avoid the conclusion, from the 
complaints made to us, that the agent not infrequently 
expects to be paid (and lets it be felt that he expects to be 
paid) all the arrears of Industrial Insurance premiums 





* A declaration is sometimes required on the Continent (for instance, 
by the Danmark Company) in the application form that, if the life to 
be insured is already insured with another office, that other policy will 
not be allowed to lapse. 

T Essentials to Success, by J. Redman Ormerod, 1906, p. 127. 


due by that household out of the thirty shillings Maternity 
Benefit, or the ten shillings, seven and sixpence, or five 
shillings that he brings as Sickness or Disablement Benefit. 
It is not unnatural that the agent bringing the Maternity 
Benefit should make a point of insuring the new-born 
infant. But there can be no warrant for making any such 
payment an excuse for exacting arrears of premiums on 
Industrial Insurance policies. The offence becomes the 
more scandalous when the arrears on all the policies of the 
household are stopped out of a State Insurance Benefit due 
to one of its members. 


(e) Misuse of the Agent’s Influence outside Insurance. 


It has been alleged that the great army of Industrial 
Insurance agents exercise an insidious influence over the 
households that they are perpetually visiting; that some 
of them have been known, like other canvassers, to take 
improper advantage of their visits; that this influence is 
sometimes used for political propaganda or local electioneer- 
ing; and that, in other cases, families are led into extrava- 
gant purchases and a disastrous indebtedness, for the 
advantage of the agent in his capacity of salesman for 
drapery, cheap jewellery, or books published by instalments. 
Such malpractices may take place here and there, but we 
are glad to say that—so far as our enquiry has extended— 
they are of the rarest occurrence. We have come across 
no actual instance of anything that could be seriously 
complained of; but with regard to the propagandist or 
electioneering influence of the agents, it is plain that this 
might be considerable. When the 70,000 agents are animated 
by a common impulse, and inspired by a united purpose, 
they may probably be able to bring at least as much pressure 
to bear on the members of the House of Commons as 70,000 
similarly animated landlords or employers, or even school 
teachers. Pressure of this sort has been brought to bear, 
in fact, to prevent any legislative interference with the 
system of Industrial Insurance, and to dissuade the Govern- 
ment from framing the National Health Insurance scheme 
of 1911 in such a way as to imperil Industrial business or 
prevent the companies and the agents from utilising the 
new scheme to their own profit. The house-to-house 
canvassing comes in here only as increasing the electoral 
influence that the agents are thought to be able to exercise. 

There is nothing in this that we are entitled to resent or 
to criticise. Industrial Insurance agents are entitled, like 
any other section of the community, to bring to bear what 
political influence they may prove to possess. But it might 
one day appear that a body of 70,000 agents calling weekly 
on four-fifths of the families of the nation amounted to an 
electioneering engine of such potency—comparable, let us 
say, to a concession-hunter’s heavily-armed Dreadnought 
in the harbour of a small State—that it was not in the 
public interest that it should remain in private hands. On 
the other hand, where political issues are arousing strong 
feclings among the electors, an insurance agent will be 
careful before jeopardising his income by making his parti- 
sanship too apparent. 


(f) The Special Canvasser. 

The “ Special Canvasser” is an elusive person, but we 
have heard that as many as six hundred of them are at 
work. We gather that it is customary, when an agent is 
not effecting satisfactory increases, or when it is thought 
that more business might be done, for a Special Canvasser 
to be brought on the ground; sometimes, it seems, at the 
instance of the agent himself, sometimes at the suggestion 
of the superintendent or the assistant. The Special Can- 
vasser is not always—perhaps not usually—in the service 
of the office, and the management generally repudiates all 
responsibility for him or his employment, though some 
offices keep a list of available Special Canvassers, which 
superintendents may consult. The Special Canvasser is 
paid by the agent conceding to him a share—perhaps half 
or two-thirds—of the commission on the new business that 
be secures. He is accordingly always a very skilled 
“ solicitor,” often one who has himself been an agent, but 
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has dropped out of regular agency for personal reasons of 
one sort or another. That he gets “new business” is 
undoubted—even in cases where the agent has abandoned 
hope. “Any experienced agent,” we are told on high 
authority, “. . . who has assumed that his agency has been 
‘worked dry ’—that all the gold has been extracted from 
the mine—will admit that when he has a thoroughly capable 
Special Canvasser going round with him on his agency a 
wonderful amount of new business results. ...A ‘new 
face ’ will help to bring off business which has long resisted 
the agent’s personal efforts.” * 

No doubt this employment of the Special Canvasser is 
open to abuse, and we gather that the offices are not easy 
in their minds about it. They rather ostentatiously dis- 
claim responsibility. One at least has declared that it has 
ceased to keep a list of Special Canvassers at the chief 
office ; there is a significant want of candour on the point. 
We have had it represented to us that the Special Can- 
vassers are sometimes men of equivocal past, who do not, 
to say the least, command the confidence of those who 
know them ; that having no local connection with the place, 
and no fear of meeting the people again, they are unscrupu- 
lous in their statements and promises, so that much of their 
vaunted success in persuasiveness is due to misrepresenta- 
tions of unusually reckless character ; that the “ prospect ” 
is usually deceived and made to believe that the plausible 
“‘ gentleman from London ” is a specially deputed emissary 
from the headquarters of the office, and therefore implicitly 
to be trusted; and, finally, that an agent is sometimes 
practically forced by the superintendent or assistant to 
employ such Special Canvassers in order to force up the 
figures of “‘ new business.” 

We content ourselves with the conclusion that the employ- 
ment of irresponsible transient canvassers is plainly liable 
to grave abuse; that all canvassers ought to be definitely 
and formally in the service of the office that they purport 
to represent ; and that it would be better if all offices took 
at least as much care in employing any such Special Can- 
vassers, or allowing them to be employed, as in the case of 
permanent agents. 


(g) Arbitrary Apportionment of Expenses. 

We think that the practice of Industrial Insurance offices 
of arbitrarily debiting the Industrial Branch with a much 
larger share of the office expenses than is charged to the 
Ordinary Branch deserves attention. The power of dividing 
arbitrarily these expenses between the two parts of what is, 
in fact, a common business is apparently exercised very 
largely to the advantage of the Ordinary Branch, where a 
considerable proportion of the policyholders enjoy a share 
of the profits, with the double result of enabling the office 
to declare unduly large bonuses in the Ordinary Branch, 
and thus attract more business, whilst to this extent 
diminishing the revealed profits of the Industrial Branch in 
which the policyholders share either not at all or only to a 
small extent. In “ Mutual Companies,” where the manage- 
ment is responsible not to shareholders, who get the net 
profits of both branches, but to to the policyholders in the 
Ordinary Branch, to the exclusion, either actual or virtual, 
of those in the Industrial Branch, the position becomes 
specially invidious. This practice was noticed by the 
Australian Royal Commission on Insurance, which recom- 
mended that any such apportionment should be subject to 
the approval of the State Insurance Commissioner. 

We note that, whilst the rate of management expenses 
to premiums among a dozen of the principal Life offices in 
the United Kingdom varies from 12 to 20 per cent., and that 
it averages among all of them about 18 per cent., the 
expenses apportioned to the Ordinary Branch of the 
Prudential seem to amount only to between 8 and 9 per 
cent., whilst those of the Industrial Branch are thus made 
to come to about 40 per cent. If the share of the Ordinary 
Branch were raised to 13 per cent., something like a quarter 
of a million annually would be credited to the Industrial 
and debited to the Ordinary Branch. 


* Essentials to Success, by J. Redman Ormerod, 1906, p. 60. 





(hk) Infant Insurance. 


No little controversy has raged from time to time, in the 
United States as in this country, about the alleged encourage- 
ment to the neglect and starvation of young children which 
Industrial Insurance affords by offering a means of making 
profit of their death. Judges and philanthropists, doctors 
and coroners, finding terrible instances of parental neglect, 
and even of parental desire that children should die, and 
eliciting the fact that these children were insured for a few 
pounds, and that the parents have sometimes spent part 
of this Funeral Benefit on drink, have animadverted in 
strong terms on the impropriety of the Industrial offices’ 
complicity in this pecuniary temptation to child murder. 

The insurance against death of infants and young children 
was, in the early part of the nineteenth century, almost 
unknown. The child could not legally itself enter into a 
contract of insurance, and, except in the rare cases in which 
the child has vested property interests in its own right, it 
was assumed that under the Gambling Act of 1774 no one 
else could have an insurable interest in its life.* Child 
life assurance is, in fact, expressly forbidden by law in 
France and Belgium. In the United Kingdom and the 
United States, however, there grew up the view that a 
parent, or anyone else having an obligation to bury the 
child, had an insurable interest to the extent of the cost of 
the funeral. This, after some legislative wavering between 
1846 and 1875, was definitely sanctioned by statute, so far 
as children under 10 were concerned, by the Friendly 
Societies Act of 1875, re-enacted in the Act of 1896. The 
last-named Act limited the amount that could be paid at 
death to £6 when under 5 years of age, and £10 when under 
10, whilst stringent regulations made it impossible for any 
insurer to obtain payment of more.t 

It is still often contended that even this limited amount 
of child insurance leads to child murder; and the issue 
has been repeatedly fought out before Parliamentary 
Committees and State Legislatures, both in this country 
and: in America, with the invariable result that, notwith- 
standing the strenuous and persistent efforts of champions 
like the late Bishop Magee and the Rev. Benjamin Waugh, 
the case for prohibition has not been made out.t The 
strong conviction of philanthropic workers, doctors, and 
coroners that there is significant connection between infant 
insurance and a high infantile mortality is shown, in fact, to 
be based on a statistical fallacy. Over and over again it 
has been stated by the doctor or “ the cruelty man ” (the 
inspector of the National Society for the Prevention of 
Cruelty to Children) that, entertaining “ strong suspicions 
that the child was being deliberately neglected or starved, 
enquiry was made as to whether it was insured, and that 
it was invariably found that the neglected child was insured.” 
What is not realised by such people is that, among the 
wage-earning classes of the urban and most of the rural 
districts of the United Kingdom—much the same being 
true now of the more settled parts of the United States— 





* Any person, including a minor, has an insurable interest in his 
own life; and when Friendly Societies or other Mutual associations 
chose to admit minors as members for Funeral Benefit (legalised by 
the Act of 1829), it was possible for iufants lawfully to get insured. 

¢ This Act did not apply to Trade Unions, but that of 29 and 40 
Vic. c. 22 (1876), brought them under the same regulation. Nor did it 
apply to certain Friendly Societies which escaped coming under the 
Friendly Societies Acts by registering under the Joint Stock Com- 
panies Acts, and yet avoided coming under the Life Assurance Acts— 
the Newbold Friendly Society, Limited, of Rochdale, was in this case 
in 1890. By the Friendly Societies Act of 1896 and the Children Act, 
1908, the prohibition and regulations, which seem to have worked 
efficiently, were made universally applicable. Similar provisions 
have been adopted in New York and many other States of the 
American Union, in Australia and New Zealand, and (in 1908) in the 
German Empire. The Children Act, 1908, added an absolute prohi- 
bition of the insurance by the person in charge of any child taken in to 
nurse, this being made a criminal offence. 

t In Colorado alone a prohibitory law has been passed—in 1893— 
it is said, by surprise, before the great Industrial offices had time to 
organise their powerful forces. On the other hand, in Germany 


between 1900 and 1908, when the subject was elaborately investigated, 
it was held that prohibition was unwarranted and the English system 
of limitation and regulation was adopted. 
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practically every child is or has been insured, including 
those maintained on Outdoor Relief, just as every child is 
more or less clothed. It is therefore natural that all the 
children found suffering from neglect or cruelty should 
prove to be insured, like the others; and the fact proves 
nothing. It might equally be argued that clothing the 
infant had some significant connection with its high rate of 
mortality, seeing that in every case of death it is found 
that the infant had worn clothes. We have ourselves come 
across no evidence, and we have read none in the pro- 
ceedings in the many enquiries that have taken place, 
indicating either that insured children are more often 
neglected and murdered than uninsured children of similar 
social surroundings, or that they have a higher rate of 
mortality. We believe it to be true that—apart from the 
somewhat important exception of the baby-farmer—neither 
in the United States nor in this country has any case been 
brought to light in which it was proved that a child had 
been killed, or deliberately permitted to die, because of the 
insurance money. The fact is that, where there is no 
parental affection, and no fear of detection, the desire to 
be relieved of the burden of maintaining and looking after 
the unwanted child is, in itself, a more powerful motive to 
callous and selfish natures for letting it die than the slight 
profit to be made out of the “ Funeral Money.” For it 
must be remembered that the insurance usually affords 
little or no available cash. The average sum drawn in the 
United Kingdom on the death of an infant is only between 
£2 or £3; and in London at least as much as this amount 
will be spent on the funeral and the incidental expenses. 
Even among the most demoralised the insurance money, 
as has been well said, “ is considered sacred to be used to 
meet funeral expenses,” and any diversion would be “a 
robbing of the dead.”’* 

Nor is it true, as is often supposed, that the business of the 
Industrial Insurance offices is principally in infant or child 
policies. It has more than once been demonstrated, alike 
in this country and in the United States, that both the 
aggregate of policies in force and the new business of any 
one year of any of the colossal offices do not greatly differ 
in age distribution from the census population. As it is 
demonstrated that the provision for burial which child 
insurance affords is keenly desired by the great mass of the 
people, we are of opinion that (pending the substitution of 
some equally universal and equally acceptable provision) no 
case has been made out, in respect of the contention that 
Industrial Insurance conduces to child murder, for its 
prohibition, otherwise than in the case of the insurance by 
the person in charge of a child taken in to nurse. 

Nevertheless there are certain points at which the 
insurance of infants needs, by common consent, to be 
specially safeguarded. It must be remembered that it 
does not suit the Industrial Insurance office to contest any 
claim, least of all in respect of a child policy, and on such a 
ground as wilful neglect by the mother. To refuse payment, 
even in the grossest case, would be to lose the custom of the 
whole street, if not of the entire quarter. The statutory 
limitation on the amount payable, now adopted also in the 
United States and Germany, Australia and New Zealand, 
is never objected to. The prohibition of the insurance of 
children taken in to nurse, which was effected by the 
Children Act, 1908, is, we think, also universally approved. 
The law does not permit, nor do the offices knowingly allow, 
the policy on the child’s life to be taken out by anyone but 
a parent, or, in the absence of a parent, the legal guardian of 
the child. It is to be feared that there is some laxity here, 
some agents, we are inforraecd, assuming that anyone with 
whom a child is living may (if the child is not “ taken in to 
nurse”) insure its life. It is perhaps a defect that no 
penalty is incurred by persons seeking to effect insurances on 
lives which they are not entitled to insure (except since 
1908 in the one case of nurse children), or by Insurance 
agents knowingly procuring or effecting such insurances. 
The desire of both parent and agent to get the infant insured 





= Development of Thrift, by M. W. Brown, New York, 1913, 
p. 162. 





as soon as born, and that of the parent to get it immediately 
into benefit—a desire with which, under the stress of com- 
petition, a few offices have now complied—may possibly 
lead to abuse, as it certainly does lead to a much higher pro- 
portion of claims than when the infant is not insured under 
a fortnight old, as is the practice with some other offices, or 
when nothing is paid if death occurs within three months 
after entry into insurance (as with most of the British 
offices). Industrial offices are already led, by their desire 
to avoid cases in which there is exceptional risk of death, to 
refuse just those classes of child insurance in which there 
might conceivably be most temptation to murder by neglect. 
At least one office in this country refuses absolutely to insure 
the infant of an unmarried mother, and will only accept 
illegitimate children after special consideration when they 
have attained a certain age and are living in a sufficiently 
well-provided house. This policy is sometimes carried very 
far. Thus in the United States the principal offices do not 
insure any infants under one year old, and one, at least, 
refuses all Italian children under four! There is some 
objection to a refusal to insure any child whatsoever—still 
more to any statutory prohibition—because the parent is 
thereby prevented from making provision for burial, and is 
driven, when death occurs, to borrow from neighbours. It 
is for these cases, if for any, that the repeatedly made pro- 
posal is fitted—which was the law in England between 1850 
and 1875 for Friendly Societies—that the only payment of 
Funeral Benefit legally permissible in the case of young 
children should be a sum paid direct to the undertaker, and 
limited to the amount of his charges. Some risk of abuse 
may be avoided if it were provided that any Funeral Benefit, 
however provided, should be limited in the cases of infants 
dying before, say, three months after birth, or of young 
children dying within three months of entry into insurance, 
to the cost of burial, and allocated to this purpose.* 


(i) Absence of Insurable Interest. 


It is, we fear, true that the agents, in their keen desire for 
business, are not always particular to see that the proposer 
has an insurable interest in the life assured.t 

In such a case the contract is void ab initio, as against 
public policy and the Act of 1774; the office may repudiate 
it when a claim is made, notwithstanding the agent’s pro- 
curation, and unless the policyholder was a party to the 
illegality, he may probably at any time insist on a refund of 





* In Belgium (where a law of 1906 prohibits child insurance for the 
benefit of parents) insurance companies are issuing policies with the 
condition that if death occurs before the age of five, the amount insured, 
reduced to the sum merely covering the funeral expenses, shall be paid 
to the local administration whose duty it is to carry out the funerals 
of children dying in infancy. Such a policy has been held good. 


+ The so-called Gambling Act of 1774 made void any insurances 
“wherein the assured shall have no interest.” The requirement of an 
interest cannot be waived or otherwise got rid of by agreement, or by 
any wording of the policy. The interest must be a pecuniary one, 
but every person is presumed to have such an interest, to an unlimited 
extent, in his or her own life, in that of his wife (or husband), and 
in that of his affianced wife (or husband). No insurable interest is 
presumed in the case of a son or daughter or other relative. Nor is a 
moral obligation sufficient ; there must be a legal liability (e.g., to be 
maintained, or to bury). The Friendly Societies Acts allow the 
insurance (without question of insurable interest) by parents of their 
children under 16 by Friendly Societies. But no such privilege has 
been given to other offices, which can (apart from the question of 
burial) only issue policies to parents on their children’s lives if (i.) 
they have some pecuniary interest in the child’s life, (ii.) the policy 
is for the benefit of, and in trust for, the child. It is, however, assumed, 
probably correctly, that where the parent would be legally liable for 
the child’s burial, the parent has an insurable interest to this extent ; 
and it is on this ground that the Industrial Companies issue to parents 
their millions of child policies on lives under 10. It is further assumed 
that, although Sec. 36 (2) of the Act of 1909 only validated assurances 
to cover funeral expenses as regards past policies, a reasonable expecta- 
tion of having to provide the cost of burial is an insurable interest as 
regards parents, grandparents, grandchildren, brothers and sisters in 
law (as it is with parents, young children, and probably also sons 
and daughters of any age living at home). This is probably not the 
case, in the absence of some special liability for burial, with regard to 
adult children not living in their parents’ household (the word “ child 
having been omitted, it is said by misunderstanding, from Sec. 36 (1) 
of the Act). Some offices effect such assurances ; others refuse. 
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all the premiums that he has been induced to pay. But 
there is here usually no deception. The ordinary man is 
often quite willing to gamble on the lives of others, whether 
or not related to him. Many thousands of policies have been 
in the past issued on the lives of persons in which the holder 
of the policy had no insurable interest, often without the 
consent or even the knowledge of the life insured. The 
practice continues in the still common insurance of the lives 
of parents or grandparents, uncles and aunts, brothers and 
sisters, nephews and nieces, and even brothers- and sisters-in- 
law and cousins, now usually effected under the excuse that 
the insurer may have to provide the cost of burial or incur 
expense at death. In 1904 it was held in Harse v. The Pearl 
Life Assurance Company that a policy taken out on the life 
of a father or mother was not valid. Though the point taken 
was not a new one to lawyers, this judgment came as a bomb- 
shell in the Industrial Insurance world, as it implied that 
hundreds of thousands of existing policies were invalid. So 
grave seemed the risk that the offices would be compelled in 
many cases to refund the premiums that steps were taken to 
validate by an Act of Parliament these policies on the “ life 
of another.” The offices failed to get such policies made 
legal for the future, and they even failed to get such as had 
already been entered into completely validated. So great, 
however, was their influence on the Government and in 
Parliament that they got a section smuggled into the Life 
Assurance Companies Act of 1909, almost without discussion, 
providing that no policy effected before the passing of that 
Act should be deemed to be void by reason only that the 
person affecting the policy had not at the time the policy was 
effected an insurable interest in the life of the person assured, 
if the policy was effected by or on account of a person who 
had at the time a bona-fide expectation that he would incur 
expenses in connection with the death or funeral of the 
assured, and if the sum assured was not unreasonable for the 
purpose of covering these expenses. With this very partial 
validation of the myriads of policies the offices have had to 
content themselves. It is still open to them, in probably a 
majority of policies effected before 1909 on the “life of 
another ” in which there was no legal liability and no real 
expectation of having to meet funeral expenses, or, at any 
rate, not to the amount of the sum assured, to contest the 
claim—a course which reputable offices adopt only in cases 
in which they consider themselves to have been defrauded.* 
It is, moreover, in many cases still open to the policyholders, 
if they have themselves acted innocently in good faith, and 
can prove that the agent misled them, to insist on a return of 
all the premiums they have paid on a contract that was 
legally void from the beginning ; but, of course, few policy- 
holders know how to, or are able to exercise such a right. 
Even where the Act of 1909 retrospectively makes good the 
lack of insurable interest, it does not serve as a defence to a 
claim for a refund of the premiums on the ground that the 
contract was obtained by a fraudulent representation (Tofts 
v. The Pearl Insurance Company, 1914). Moreover, the Act 
of 1909 in no way validates any future contract of insurance 
entered into on the life of another without a definite insurable 
interest. These continue to be legally void and unlawful as 
they were before the passing of that Act. It is true that Ly 
another sub-section, 86 (1), the Act extended the powers of 





* In a case that came into court in December, 1914, a woman had 
successively taken out between 1904 and 1913 no fewer than nineteen 
policies on the life of her mother in twelve different offices, varying 
from £3 10s. to £24 each, and aggregating £280—three in the London 
and Manchester, two each in the Royal Co-operative, Prudential, 
National Standard, Britannic, and Royal London, and one each in 
the Pearl, Liverpool Victoria, Scottish Legal, British Legal, Royal 
Liver, and Wesleyan and General. She had no insurable interest in 
her mother’s life, and claimed under the Act of 1909 in respect of the 
funeral expenses. Yet the London and Manchester had accepted three 
applications, altogether for £47, and two other ollices seem to have 
insured the life for more than £30, which was plainly more than could 
be justified under the words of the statute. As the policy sued on 
happened to be the first taken out, the County Court judge ignored all 
the others (all but one of which had already been paid !), and gave 
judgment for the sum at which he assessed the funeral expenses—namely, 
£10. (Wodenberg v. Royal Co-operative Collecting Society, in Shore- 


ditch County Court ; Insurance Mail, January 2nd, 1915). 


companies and Friendly Societies so as to enable them to 
effect insurances on money to be paid for the funeral expenses 
of the proposer’s parent, grandparent, grandchild, brother or 
sister (but not son or daughter). This, however, would pro- 
bably be held to mean onty where there is an insurable interest 
in compliance with the Act of 1774. Apart from the moot 
point as to the liability for funeral expenses, the insurance of a 
son or daughter is not authorised by that section. 

Notwithstanding this lack of insurable interest, many 
policies on the “life of another” continue to be issued. 
The present practice appears to be as follows. The offices 
tell the agents not to seek—and, in fact, invariably to refuse— 
any business in the nature of gambling on lives. But partly 
on old custom, and partly under section 36 (1) of the Act of 
1909, policies are freely issued where there is any pretence 
that the insurance is intended to cover funeral expenses, and 
it is to be feared that the agents often make this excuse go 
very far. The written consent of the person whose life is to 
be insured is in all cases required ; but as the matter is not 
likely to be questioned until he is dead, it is alleged that this 
signature is sometimes forged. The offices, however, now 
scrutinise closely all policies purporting to be on the 
“life of another”; and they demur to any in which close 
family relationship is not stated, unless some good explana- 
tion is given of the liability for funeral expenses. They 
always impose a limitation of the amount insured, though it 
must be said that their interpretation of what may be 
reasonable to cover funeral expenses is much more liberal 
than that of the County Court judge who lately allowed £10 
for a mother’s funeral in London.* Thus the Prudential 
apparently takes the line that if the person whose life is 
proposed to be insured by a son or daughter or other relative 
is already adequately covered by his or her own policy, there 
is no ground for a valid insurance by any other person. If, 
however, it is not so covered, a son or daughter will be 
allowed, with the written consent of the parent, to insure 
the life up to £15, at not exceeding 6d. per weck. The 
Salvation Army has a similar limit. We gather that some 
other offices are less particular, and the restrictions imposed 
are made a subject of complaint by the agents. We have 
been told that the Britannic will issue such policies up to 
£15 irrespective of the “own life” insurance, and the 
Refuge and the Blackburn Philanthropic up to £25. Further, 
it is reported that the Refuge will generally allow each son 
or daughter, however numerous they may be, to take out a 
policy on their parent’s life for £10 or £15 ; that the Wesleyan 
and General will allow each proposer to take out a policy for 
£12 10s., and the Royal Liver each proposer (generally) for 
£25. Another office is said to work up to an aggregate of £65. 
Moreover, as cases have shown, each office will go up to its 
limit, or on successive policies even beyond it, irrespective of 
the amount of insurance effected on the same life in other 
offices, so that as much as £100, £200, and occasionally even 
more is insured in this way. The vast majority of these 
policies are, it may be contended, legally void ab initio, 
and against public policy. We have here an abuse which 
calls for remedy. 


CHAPTER XII. 


CONCLUSIONS AND PROPOSALS. 


We now proceed to summarise the conclusions to which, 
as set forth in the preceding pages, our investigations have 
led us. 

(a) Reform Urgently Required. 


We are unable to avoid the conclusion that—widely 
accepted as is Industrial Insurance and valuable as it has 





* County Court decisions are not cited as precedents either in these 
or in other courts. It is sometimes contended that funeral expenses 
may cover not only the burial, the mourning clothes of the whole 
household, and the funeral feast, but also the travelling expenses of 
those who attend, even from distant parts, and their loss of wages. 
The point does not seem to have been legally decided. 
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often proved to individuals as a form of thrift and provision 
for burial—it is accompanied by such serious drawbacks 
affecting the common weal as to call imperatively for some 
far-reaching reform. At the same time, we must state em- 
phatically that we have found nothing to justify the torrent 
of denunciation and abuse with which Industrial Insurance 
in general, and one company in particular, have been assailed. 


(b) The People are Misled. 


By the system of Industrial Insurance large numbers of 
the policyholders, as a matter of fact, enter into contracts 
which they fail to understand. Without attempting to 
assign or apportion blame for the innumerable miscon- 
ceptions that are constantly taking place, we cannot but 
count as a grave social evil the creation and the continual 
increase of a large body of policyholders under misconception, 
who, in fact, feel themselves defrauded. Nor can this be 
easily avoided. We do not see how it is possible for an all- 
pervading army of professional canvassers, paid to enrol the 
largest possible number of recruits, on a method of remune- 
ration that makes loss of livelihood the penalty for any 
failure in persuasiveness, invariably to abstain from a magni- 
fication of the advantages and a slurring over of the short- 
comings and of the cost of a policy which the public abso- 
lutely refuse to read, and which is couched in language not 
as clear as it might be, and certainly incomprehensible by the 
vast majority of those concerned. The system amounts, to 
say the least, to a standing temptation to deceit. But this 
vast army of canvassers and their present method of remune- 
ration seem to be (as they are declared to be) indispensable 
for any successful conduct of the business. 


(c) The Frequency of Lapses. 


No less injurious from the public standpoint is the fre- 
quency of lapses. Ten million of new policies are taken out 
every year in the United Kingdom, whilst fewer than a 
million become claims annually by death or maturity. Yet 
instead of the net increase in policies in force being something 
like nine millions each year, it does not reach three millions. 
There must be between six and seven millions of lapses and 
surrenders in this country alone each year. Four-fifths, in 
fact, of all the policies taken out lapse within five years. 
Not one in eight of them is kept in force long enough to 
become the subject of a claim. This evil of lapsing is 
commonly misunderstood. To the individual policyholder 
the pecuniary loss is generally small, as the vast majority of 
lapsed policies have had only a few pence or a few shillings 
paid upon them. We must not forget, however, that in the 
aggregate the policies that lapse represent an expenditure 
on the part of the wage-earning class of the United Kingdom 
of several hundred thousand pounds yearly in premiums for 
which only the return of temporary cover (and that only in 
a fraction of the cases) has been obtained. What is more 
important is that these millions of lapsed policies each year 
involve a particularly widespread moral discouragement, a 
weakening of the will to save, a downward thrust to character 
at the very moment when it needs stimulus and help. 


(d) An Unnecessary Burden. 


The bargain into which the policyholder thus enters is— 
apart altogether from the eight-to-one probability of its 
ending in a lapse—pecuniarily not a good one. Industrial 
Insurance imposes an unnecessary burden on the policy- 
holders by the excessive costliness which its essential method 
of house-to-house canvassing and weekly collection of 
premiums necessitates. To spend in expenses 40 per cent. 
of what is received in premiums and interest—over seven 
millions sterling annually out of twenty millions—is ruinously 
costly. The fact that Industrial Insurance enables a few 
hundred shareholders to derive colossal profits, a few thou- 
sand directors, managers, and superior officials to draw large 
salaries, and something like a hundred thousand agents and 





clerks to make a living out of the pence of the people does not 
seem to us to justify the perpetuation of so wasteful a system. 


(e) Not Merely a Matter of Private Concern. 


Nor do we think that the matter can be disposed of, as is 
sometimes argued, by the plea that Industrial Insurance is 
a matter of private concern ; that the Industrial Insurance 
offices are merely offering something for sale which no one is 
under compulsion to buy ; that in that sale they are entitled 
to drive as profitable a bargain as they can ; that the agents’ 
glowing descriptions of their wares are but the customary 
methods of competitive trade; that it is for the buyer to 
see that he understands what he is purchasing; and that, 
in fact, the public like the system of canvassing and 
weekly collecting, and gladly pay the extra charges that 
it involves. 

We do not nowadays think such an argument—which is, 
in substance, that which was urged against the Adulteration 
Act—warranted either by economics or ethics, even in the 
ease of the grocer’s shop. But when the question is of a 
service affecting nine-tenths of the whole wage-earning class, 
involving a payment of nearly twenty millions a year, and 
the creation of a disciplined army of a hundred thousand 
employees able to exert great electoral influence in the State, 
we think it clear that public intervention is not only justified, 
but imperatively required. 


(f) No Prospect of Improvement. 


We cannot see any prospect of the drawbacks and dis- 
advantages of Industrial Insurance being remedied from 
within. The people will continue to be importuned by the 
persuasive canvassers, and will go on being induced to enter 
into contracts that they do not understand. The can- 
vassers will continue to indulge—shall we say in their 
optimism ?—and the companies to reap the advantage 
from it. We see no hope of sensibly diminishing the pro- 
portion of lapses. Some minor economies might conceivabl 
be effected by reorganisation of agencies on the “Bloc 
System,” or by the use of coupons or stamps; and (at the 
cost of creating a terribly potent monopoly in private hauds) 
by a fusion of the competing offices, of which there is at 
present no sign. But any effective cheapening of a system 
based on house-to-house canvassing and a personal collection 
of weekly premiums appears to us impossible. 


(g) No Voluntary Alternative to Industrial Insurance is likely 
to prevail against it. 


We cannot see any chance of substituting for Industrial 
Insurance any of the less costly voluntary alternatives with 
which it now successfully competes for popular favour. 
The Trade Unions giving Funeral Benefit only cover a 
fraction of the population, and, even if they could be put 
on a more assured financial basis, could never include the 
whole people. A whole century of experience has convinced 
the nation and the Friendly Socicties themselves that these 
organisations, like the Trade Unions, can never hope to 
cover more than a minority of the people. It has been 
suggested that a combination of Trade Unions and Co- 
operative Societies, such as was started in Germany in 1913, 
might—perhaps with a special subvention from the State— 
be able to wrest the bulk of Industrial business from the 
present companies and socicties. Apart, however, from the 
unlikelihood of such a voluntary combination, apart from 
the difficulty of obtaining or of justifying a State subsidy 
to what would be but a sectional organisation, and apart 
from the doubt whether such a newly organised business 
could be managed as efficiently as that of the very experienced 
companies, it seems almost certain that it could compete 
successfully only by adopting the same costly methods of 
house-to-house canvassing and personal collection of 
premiums, and would consequently be unable appreciably 
to reduce the ratio of expense. 
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A more promising alternative, though dealing with 
members of different ages and mortality risks, is presented 
by the Group Insurance secured by many Co-operative 
Societies for all their members—somcetimes also for members’ 
wives—without individual applications or payment, without 
risk of lapsing, and with the very minimum of expense. 
Already nearly a million Co-operators are in this way pro- 
vided for at death. If this Co-operative Insurance were 
adopted in all societies, and were extended to the children 
of members, as well as wives, a quarter of the whole nation 
might have its funerals automatically and inexpensively 
provided for. But not all Co-operative Socicties will divert 
part of their profits to this service ; not every district has its 
Co-operative Society ; and not everyone will ever agree to 
join such an organisation. 

The State alone can claim universal membership; and 
for fifty years in the United Kingdom it has offered life 
assurance at cost price. We need not discuss again the 
reasons why the Post Office Insurance Department has 
proved so complete a failure. We think that this business 
should now be energetically pushed by the Government ; 
that its methods should be adapted to the people’s needs 
and desires ; and that the zealous interest not of the quarter 
of a million postal employees alone, but also of the whole 
million of national and local government employees, should 
be evoked on its behalf by the payment of commission on 
new policies. We see no reason why the Post Office Insurance 
business should not in this way be multiplied a hundred 
and even a thousand fold. But the experience of other 
countries, no less than that of the United Kingdom, indicates 
that no plan of voluntary insurance by a State Department, 
whether through the Post Office, through savings banks, or 
through any other agencies, will ever attract the great mass 
of the apathetic, the ignorant, and the indifferent, for whom 
insurance is particularly required. 


(hk) Individual Provision for Burial at Present Essential. 


Yet—leaving aside what may be called thrift insurance— 
some machinery for universal popular saving for burial is 
indispensable. We have to recognise that the craving to 
provide in advance for the expenses attendant on death is 
in the United Kingdom and the United States, and, as it 
seems, in most Protestant countries, almost universal and 
particularly imperative. Each houschold insists on striving, 
often to the neglect of demands seemingly of superior 
urgency, to put itself in a position to pay for a decent funeral 
for any of its members, together with the customary 
“* mourning ”’ for the survivors. Nor can we simply convert 
the burial of the dead into a public service, as is done with 
universal acceptance in the Army and Navy and also to a 
great extent for the whole population in France, Switzerland, 
and Italy. So strong in England is the abhorrence created 
by centuries of Poor Law administration, with the coarse 
and callous brutality of the dishonoured “ pauper funerals,” 
which (to their disgrace) the Guardians have alone provided, 
that it will be long before public opinion will consent to the 
supreme economy of making the burial of all the dead a 
municipal function and a public charge.* 





* We suggest, however, that something may usefully be done by 
collective action to reduce the pecuniary burden which death now 
casts on the poor. The cemetery charges alone are now often 16s. 6d. 
for a child under 10 and as much as 31s. for an adult. We see no 
reason why all cemetery or graveyard charges, now levied by Burial 
Boards or Parish Officers, should not be entirely abolished, so far as 
the common right of burial and the use of all the available accommoda- 
tion and the services of the public officers (including chapel as well as 
grave, and chaplain as well as sexton) are concerned. There is no popular 
yearning to pay burial fees. There is no reason and no economic 
justification for levying what is, in effect, a local poll-tax on the house- 
hold in which a death has taken place. The whole cost of maintenance 
of the public burial ground and of its official staff—together with that 
of the public crematorium where such exists—ought to be simply 
charged to the rates, and the burden geographically equalised by a 
substantial Grant in Aid from the Exchequer. 

We think there would be many advantages in Co-operative Societies, 
‘Trade Unions, and Friendly Societies greatly extending their practice 
of paying respect to the funerals of their members. It would be a good 


(i) Nationalisation the only Effective Remedy. 


We are driven to the conclusion that no effective remedy 
is to be found for the grave evils involved in Industrial Insur- 
ance except in a development of State action—in fact, in 
one or other form of Nationalisation of Life Assurance, as 
already exemplified, not merely in the legislative regulation 
of the industry, but in such Government undertakings as 
those of Italy and Uruguay, Wisconsin and Massachusetts, 
New Zealand an. Neuchatel.* 


(j) The Addition of Funeral Benefit to the National 
Health Insurance Scheme. 


In many respects the simplest, the most economical, and 
the most desirable method of providing Funcral Benefit 
would be simply to add this to what is provided under the 
National Insurance Acts of 1911 and 1913; and to include 
for this purpose not only the insured persons themselves, but 
also their wives, their children, and any other dependents 
for whom they in fact provide burial. | The addition to the 
present cost of administration, whether in handling the 
revenue or in dispensing the benefits. whether by the State 
Department, the Local Insurance Committees, or the 
Approved Societies, would be trivial. If we assume, as we 
may, that the nationally insured persons and their dependents 
number about 35 millions, the deaths among them number 
about 500,000 per annum Funeral Benefit at average of 
£10 (which would allow of a graduation for infancy, child- 
hood, and adulthood varying from £1 to £20) would cost 
annually five millions sterling, which is certainly less than a 
third what the great majority of these same households 
now pay to the Industrial Insurance offices. If, we suggest, 
the whole cost of Funeral Benefit were paid to the Insurance 
Fund by a Parliamentary Vote (and thus levied equitably 
on the whole community in its taxation), the same Benefit 
might be paid by the Insurance Committee also to those 
households having to bury persons excluded from the Sick- 
ness Insurance scheme (such as independent producers, 
excepted persons, &c.). It would thus become (as it is now 
assumed that Sanatorium Benefit will become) absolutely 
universal to all who choose to claim. 


(k) The Question of Compensation. 


Those who now profit by Industrial Insurance would 
doubtless claim to be compensated if the National Insurance 
Fund began to pay Funeral Benefit. It was, indeed, their 
peremptory and minatory demand for compensation that 
led Mr. Lloyd George to omit this benefit from this scheme 
in 1911. We may question the legal validity of such a 
demand, if the existing offices are not interfered with, and 
if the business of life assurance (or of life assurance for 
small sums) is not made a State monopoly. The State 





thing if, following the example of the medisval guilds, these societies 
each maintained a bier or hearse, a pall or other suitable trappings, 
possibly even carriages and horses, to be lent for the funeral of every 
deceased member, as a mark of sympathy and respect. It would 
be an obvious economy all round for a similar loan to be made for the 
funeral of the member's wife or child. 

All this, however, would merely reduce the amount to be provided 
by the household ; and it affords no substitute for Funeral Benefit. 


* The State conducts life assurance by the Post Office in the United 
Kingdom, through the public savings banks in Massachusetts, by a 
separate Insurance Department in New Zealand, Italy, Wisconsin, 
Neuchftel, and Uruguay. So far as deaths from industrial accidents 
are concerned, it does so by what is either actually or virtually its own 
accident insurance fund in Germany, Austria, Norway, Italy, Belgium, 
Holland, Sweden, Luxemburg, Switzerland, Russia, France, and 
now also Ohio and other States of the American Union. Apparently 
only in Italy is life assurance generally made a Government monopoly, 
though this came near being carried also in Norway, and insurance 
against death by accident (as also against lesser accidents) is already 
a Government monopoly in Norway, Switzerland, and Ohio. 


+ Another way would be to issue, along with the Maternity Benefit, 
a fully paid-up policy on the child’s life for £10 payable at death, with 
the usual reductions on death previous to the age of 10. Such a policy 
would involve a single premium or payment to a National Insurance 
Fund of about £2 7s. 
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would not be starting Industrial Insurance as it has hitherto 
been understood ; and no one can have any vested interest 
in any particular way of providing for the expense of burial. 
Neither gas-stokers nor gas shareholders can claim compensa- 
tion when a Town Council starts supplying electricity.* 
But we may admit that there would be a great likelihood of 
the existing lawful business of Industrial Insurance being 
seriously (and intentionally) curtailed even if the Govern- 
ment undertook no more than a universal payment of 
Funeral Benefit. It is always desirable, when any social 
change is made, that no injury should be done to those now 
getting a living by what is to be discarded. Equitable 
provision ought therefore to be made to meet any personal 
loss caused by the new departure. For the Trade Unions 
and Friendly Societies now giving Funeral Benefit an 
arrangement could be devised, analogous to that effected in 
respect of Sickness and Unemployment under the Insurance 
Act, so that they should suffer no disadvantage. The 
Industrial Insurance agents and directors, whose personal 
incomes may be diminished, no less than the shareholders 
whose dividends and bonuses may be shorn of their magnifi- 
cence, must be offered a full equivalent for whatever they 
have to forgo. How much this would be must depend on 
how much of their actual business proves to be diverted, 
taken over, or destroyed. We suggest, however, that all 
occupied persons whose incomes are affected should be 
treated with the same generosity as that shown to the 
clergyman of the Church of Ireland and the Welsh Church 
when these were disestablished—in effect, that to all whose 
employment is not continued on at least as advantageous 
conditions as at present annuities be granted extending up 
to 60 years of age, or even for life. To the shareholders 
might be conceded twenty years’ purchase of their lost 
dividends. The capital equivalent to all this compensation, 
raised by a thirty years’ Government annuity to the Com- 
missioners of the National Debt—a cheap price to pay for 
getting rid of the existing incubus—would involve a far less 
onerous charge on the Government undertaking (and that 
only for the term of the annuity) than the present expenses 
of Industrial Insurance does to the community. 


(l) Prohibition of the Canvassing and Weekly Collecting 
System. 


The amount of the compensation required would depend 
on the extent of the nationalisation. Mercly to provide 
automatically a twenty shillings to twenty pounds Funeral 
Benefit on every death—practically to make every person for 
this purpose a Friendly Society member in full standing— 
would still leave the Industrial Insurance offices free to sell 
their policies for additional insurance.t The ubiquitous 
staff of agents would still continue their equivocal persuasive- 
ness. There would be the same annual crop of misunder- 
standings and resentments, the same multitude of lapses, the 
same moral discouragement, and the same downward thrust 
at genuine thrift. What seems required—concurrently with 
the adoption of a State Funeral Benefit, with the utmost 
possible development of the Post Office Insurance scheme, 
perhaps with some inducement to the policyholder on the 
lines suggested by the success (already mentioned) of that of 
the Canton of Neuchatel, and with the fullest possible freedom 
for expansion of the benefits of the Trade Unions and Friendly 
Societies, and of Co-operative Insurance—is a statutory pro- 
hibition of the house-to-house canvassing and collecting 
system in connection with the issue by any office of policies 
not exceeding £20, at premiums payable more frequently 
than once a quarter. In short, it is necessary to bring sum- 





* No compensation was paid when, by Law of April 4th, 1912, life 
assurance in Italy was made a Government monopoly. What was 
conceded was (as is often proposed in this country for the liquor trade) 
a “time limit” of ten years during which companies might continue 
in the life assurance business, subject to new restrictions. 


_ ft One agent has said that “ Even if compulsory life assurance comes 
in force, we should still have 80 per cent. at least to maintain on volun- 
tary principles.” 


marily to an end the system of Industrial Insurance that was 
defined by the 1896 Act. The State, when it has made full and 
universal provision in other forms for all the useful functions, 
must suppress, as socially inconvenient and injurious, not 
necessarily the organisations carrying on Industrial Assur- 
ance, but that part of their work which is found detrimental 
to the community and which can now be more advantage- 
ously performed by other agencies. To all the existing 
Industrial policyholders there might be simultaneously 
issued (i.) a clear statement as to the universal State Funeral 
Benefit to be henceforth paid by their Approved Society or by 
the Insurance Committee ; (ii.) a fully paid-up Government 
policy, to be substituted for the Industrial office policy now 
held, providing, over and above the State Funeral Benefit, 
the payment by the Government at death, or on the expira- 
tion of the term, of a stated sum (being whatever is the 
actuarial equivalent of what they have paid on the old 
policy) ; (iii.) a statement that no collector will call, and that 
they have henceforth no weekly premiums to pay, but that, 
if they like, further advantages may be obtained from the 
Post Office Insurance scheme, the continuing Insurance 
offices, the Friendly Societies, the Trade Unions, and the 
Co-operative Societies. To the present Industrial offices 
(which would transfer to the Government, along with their 
obligations on the existing policies, all their funds in the 
Industrial Branch) and to their agents (duly compensated 
for whatever income they had lost) there might remain all 
the field of ** ordinary ” Life Assurance, with premiums pay- 
able quarterly, in which they are already building up so 
extensive a business, which it would be easy to adjust, as 
** additional ”’ insurance, to the new conditions. 


(m) A National Monopoly of Life Assurance. 


But the Chancellor of the Exchequer may well find it 
desirable to go further. The Governments of Italy and 
Uruguay have already made the issue of policies of Life Assur- 
ance a State monopoly. Ordinary Life Assurance has lain 
outside the scope of our enquiry, but the business is plainly 
one in which Nationalisation offers, merely by its unification, 
the advantage of a real economy of cost, affording in this 
saving a new source of public revenue, without depriving the 
people of any existing advantage or placing any new burden 
upon them. At present the staffs of no fewer than 170 
separate offices are competing for the forty-eight millions 
annually paid in life assurance premiums by the people of the 
United Kingdom. In consequence of this manifold duplica- 
tion, the 170 different offices have to incur an altogether 
wasteful expense in buildings and plant, advertising and 
agency—on the “ ordinary ”’ side no less than four millions 
sterling a year to manage a revenue of fifty millions, and on 
the Industrial side seven millions a year to manage a revenue 
of nearly twenty millions—an expense that could be greatly 
reduced by mere unification. What the shareholders actually 
get out of it is less than a million and a quarter a year. To 
buy them out at twenty years’ purchase would cost only 25 
millions sterling. The rights of the holders of policies parti- 
cipating in profits are more difficult to deal with. It would 
be necessary, in order to get a free hand in unification, to 
reduce all these policies to non-participating policies of larger 
amount, and it would not be beyond actuarial competence 
to compute the enlargement in amount that would be equiva- 
lent to the value of the difference between the two. For the 
capital sum of no more than five and twenty millions sterling 
—considerably less than was paid either for the London docks 
or for the London waterworks—the payment of which would 
be merely a book transaction, the substitution for that 
amount of the investments taken over of a thirty years’ 
Government annuity of a million and a half or so, the Chan- 
cellor of the Exchequer might fairly gain immediate control 
of some five hundred million pounds of solidly invested 
capital, for which the obligation of the Government to meet 
all future liabilities would be, to the: policyholder, a more 
than sufficient substitute. The security for the faithful 
fulfilment of the liability would have been actually increased. 
And seeing that the business of Life Assurance already yields 
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a substantial annual surplus of receipts over expenditure, and 
may be counted on (assuming that the State Insurance 
Department retained a free hand in investment) to increase, 
in the aggregate, rather than decrease, and to be conducted 
at an ever-diminishing ratio both of expenses and of death 
claims, the Chancellor might fairly look forward to a stable 
and increasing net annual income. Nor would such a State 
Insurance Department be one of impossible magnitude. 
Beginning with a revenue in premiums and interest of 
seventy-five millions sterling a year, it would be scarcely 
more extensive and no more difficult to administer than the 
Post Office. The policyholders and annuitants would gain 
the advantage of absolute Government security.* 


(n) The Alternative of Statutory Regulation. 


If the Government is not prepared either to substitute 
State Funeral Benefit for Industrial Insurance, or to take 
over part or the whole of the Life Assurance business, 
then what is urgently required—though we deprecate this 
alternative—is statutory regulation of the contract into 
which the agents now persuade the wage-earning class. 

We suggest that the Industrial Insurance policy is one 
of those bargains in which experience shows it to be in 
vain to rely, for the protection of the consumer, on either 
competition or the buyer’s own judgment.f The only way 
to prevent misunderstanding and subsequent resentment— 
we need not say deceit and fraud—as it is the only way to 
secure the socially desirable terms, is to prescribe the form 
and contents of the contract. The law has always insisted 
on prescribing terms in some agreements. In_ several 
important instances this step has been taken in our own 
generation, as the only way to prevent gross scandals, and 
taken with marked success. We may give two examples. 
The law peremptorily requires that the emigrant’s passage 
ticket, which embodies the contract into which he has 
entered with the shipping company, shall contain provision 
securing to him free of charge a whole list of specified 
requisites on the voyage, and free maintenance at the port 
in the event of delay in sailing. The law requires, too, that 
the contract of service into which the seaman enters shall 
contain this and that elaborate provision deemed necessary 
for his welfare; and insists, moreover, that the contract 
shall be concluded at a certain place and before certain 
official witnesses. The contract for Industrial Insurance is 
of even wider social consequence than the comforts of the 
emigrant and the accommodation of the sailor. We suggest 
that, if Industrial Insurance be continued, it should be 
provided by statute that (i.) every policy must be in a pre- 
scribed form of extreme simplicity, so as to be easily under- 





* We suggest that, apart from theory, the future of Insurance in 
the State of To-morrow will, as a mere matter of economy, inevitably 
be that of a unified, State-guaranteed, and publicly controlled depart- 
ment, free from the toll of the private shareholder. A fully developed 
Socialist State would doubtless ensure for all (partly through national 
and super-national, partly through provincial and municipal govern- 
ment, and partly through the democratically organised voluntary 
associations of consumers) whatever provision was commonly required 
at each of the contingencies of life. There would be so far no need for 
any payment of insurance premiums for the customary expenses of 
birth or sickness, accident or death. Yet so long as we are in the realm 
of Socialism, as distinguished from Communism, with the very valuable 
individual freedom of personal expenditure that this implies, it must 
always be permissible for individuals to forgo immediate consumption 
of part of their incomes in order to be able to utilise this part in the 
future ; and there is no reason to anticipate any abandonment of so 
convenient a method of saving as insurance—which will, however, we 
may assume, be conducted exclusively by the public authorities and 
be entered into only for purposes for which full public provision is not 
made, or for some desired addition or alternative to such provision. 


+ The licensing of all Insurance agents has been suggested, and 
Bills for this purpose have been drafted. In many of the American 
States such licensing is already legally required. We see no great 
advantage in subjecting all the 70,000 Industrial agents to a County 
Council licence fee, nor does the proposal offer any remedy, 


stood *; (ii.) that the statement should be boldly printed in 
one corner of how long the premium is to continue, and when 
the sum assured will be payable ; (iii.) that every policy- 
holder, existing or future, shall be entitled, after the payment 
of one or, at most, two years’ premiums, to surrender his 
policy and claim in return for a free policy for the full 
actuarial equivalent, trivial though this may often be, to 
be laid down in a table to be issued by the Government 
actuaries and printed at the back of each policy; (iv.) that 
no policy on which one or two years’ premiums have been 
paid shall ever be lapsed without the delivery to the policy- 
holder, whether or not he applies for it, of such a free policy 
or, if he cannot be found, the holding of such a policy on his 
behalf until it is claimed; (v.) that all policies on which 
twelve months’ premiums have been paid shall be free from 
any restrictions such as foreign travel or residence, subsequent 
entry into military or naval service, engagement in hazardous 
trades, or suicide ; and shall be indisputable as regards age, 
health, insurable interest or other misstatement, and, in 
fact, on any other ground than wilful and deliberate fraud. 
We think that it might also be prescribed by law (as is 
recommended by the Australian Royal Commission on 
Industrial Insurance) that the tables of premiums and sums 
assured on which any Industrial office issues policies of 
this description should require the sanction of a Govern- 
ment Department; and we would add that no new table 
should be sanctioned less generally advantageous to the 
policyholder than the best now in force. 

All the offices doing Industrial Insurance business, 
Friendly Societies as well as companies, should be required 
to make the same full returns to the Board of Trade; they 
should be required to give detailed particulars (such as are 
given in the Civil Service Estimates) of the salarics and all 
other emoluments paid to the directors, committeemen, 
managers, and other officials (including the several grades of 
the agency staff), as well as of the profits of the share- 
holders ; the Board of Trade should publish comparative 
tables showing their rates of premium and benefits and the 
conditions ; and they should be restrained from obscuring 
their insurance expenditure by the inclusion of costs incurred 
under the National Health Insurance scheme or other 
extraneous business. Finally, we suggest that, in view of 
the progressive lowering of the death-rate, especially among 
infants, now being brought about by public effort, and also 
in view of the large expenditure in ministering to the sick 
provided under the National Insurance Act, the State should 
claim by special taxation—perhaps on such a sliding-scale 
basis as with gas profits—a portion of the rapidly increasing 
profit on life insurance which is being taken by the share- 
holders of proprietary offices. With such legislative regula- 
tion and special taxation, we think that facilities should 
be afforded to the existing seventy Industrial offices to 
amalgamate, and adopt the most economical system of 
working, with all the latest improvements, and thus effect 
all possible economies in what is essentially an extrava- 
gantly costly system. But we cannot conclude without 
stating emphatically that this is a matter in which State 
administration is better than State regulation, or without 
expressing the opinion that even the enactment of regula- 
tions as drastic and far-reaching as those that we propose 
would be far from adequately remedying the evils of the 
system, and that nothing short of the adoption of the 
universal State Funeral Benefit that we have recommended 
seems to us to meet the case. 





*A statutorily prescribed uniform proposal form was urged by 
several Industrial offices on the House of Lords Committee on Child 
Life Assurance in 1890 (H. of C. No. 344 of 1890). 

+ A statutorily prescribed uniform table of rates of premiums and 
of benefits was actually asked for, as regards the insurance of children, 
by one of the largest Industrial offices (ibid.). 

The Canadian law of 1910 requires the table of surrender values to 
be printed on the policy, makes it incontestable after a year, makes 
obligatory a simple readjustment according to age if this is found 
incorrect, and also reinstatement within two years on payment of 
arrears, and provides for thirty days’ grace before lapsing. 
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